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Authors' Preface 



. . . when the dream of Life is over 
what will then avail all its agitations, if 
not one trace of utility remains behind t" 

To give to the student element of the business world, 
— the business executives, accountants, bookkeepers, 
and clerks, a constructive and helpful work on accoun- 
tancy and business administration, has been an ardent 
desire which we long have cherished, and its materiali- 
zation now comes as a sequel to our long years of teach- 
ing in the New York School of Accounts, which we have 
conducted since 1897. * * * 

With the ever increasing trend of thought and study 
along the lines of accounts and business economics in 
all fields of business to-day, moreover, both by students 
and business executives, we felt the need, stronger and 
stronger each vear, of writing these works, and thus to 
extend the influence of our practical curriculum to a 
much wider radius. * * * 

"The book which endures down through the years, 
and lives in the minds of its readers," said a live wire 
publisher recently, with reference to the qualifications 
of books which measure up to present day standards, 
"must contain a message which has lain upon the heart 
of its author, 'like a burden upon one of the prophets 
of old and must be given to the world/ " * * * 

Since we have been burdened with this accountancy 
message so long, therefore, we foster the hope that this 
practical and standard reading course will filter out 
into the business world like a living spirit, and that the 
accountancy student, and student of business adminis- 
tration, everywhere, will be inspired with constructive, 
and career-building advice and uplift. * Michelan- 
gelo put more than painting technique and inspiration 
into his work: it is his soul which still beckons us 
through the bright colors. * * The spirit of Beethoven 

11 



Digitized by Google 



Authors* Pbbfacb 



is what stirs our hearts even today when we hear the 
Fifth Symphony. ** So, after years of teaching 
through personal contact with student men and women, 
have we striven, in embodying much of our curriculum 
into these works, to put something more than mere 
dogma into the hands of our readers. *** 

The joy that sees the consummation of these books, 
is to us the same joy that the farmer knows when he 
garners in the harvest from his bread-burdened fields 
of wheat to feed the world. # For, unless we live out 
our lives like self-satisfied silkworms, there is nothing 
so compensating in all the world as filling a human 
need, ** For us then it is a harvesting time indeed; 
since in these works, dealing with the four allied sub- 
jects: theory, practical accounting, auditing, commer- 
cial law, — we have crystallized the experience-laden 
years of combined practical accounting and teaching 
careers. *** 

These books should form a valuable reference guide 
and instructor for accountants, accountancy students 
working for the C.P.A. Degree, students of colleges 
and universities, student laymen, bookkeepers, em- 
ployees in Government service — national, state, mu- 
nicipal; as well as lawyers, judges and jurymen, who 
though unversed in accounts and accounting procedure, 
are nevertheless oftentimes called upon to decide 
points of technical accounting adaptation.*** 

We feel convinced, moreover, that every serious 
minded reader will find on every page a message re- 
plete with constructive advice and knowledge; which, 
when applied to his or her business world problems, 
cannot help but make for a betterment in the character 
of their service, and for an advance in monetary re- 
turns. ** If we stimulate but one struggling student 
to a sense of higher attainment in the business world, 
or quicken the business efficiency of another to the end 
of promotion and preferment, then we shall feel indeed 
that we have put the "earn" in "learning* — that we 
have humanly filled a human need. *** 
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Introductory 

Three Classes of Practical Accounting Sendee 

These volumes have been designed to effect and pro- 
mote three distinct classes of accounting service, and 
no effort has been spared in making them an ideal and 
efficient medium of study and service, xx 

Course op Instruction 

The first measure of service is the general and wide- 
spread usefulness of these books as a detailed and self- 
explanatory course of instruction, x Students going in 
for self -education on their own initiative will find in 
these books the practical help and inspiration which 
will assure to them the consummation of their efforts, 
— whatever their goal, x x Universities and colleges, 
offering CP. A. instruction ; and business schools where 
the subject of accountancy, — in any or all of its four 
branches, — forms part of the curriculum; and banking 
and other financial institutions offering higher accoun- 
tancy instruction, will find in these volumes a model, 
self-directed, easily taught curriculum, adapted to their 
especial requirements, xxx 

Technical Reference Library 

The second phase of this accounting service is the 
adaptability of these books to the needs of accountants 
and their assistants, bookkeepers, systematizers, etc.; 
and the same would be a valuable adjunct to the library 
of every accountant in the country, or any other pro- 
fessional whose work is closely allied with accoun- 
tancy. * The treatises, criticisms, recommendations, 
and suggestions with regard to theory, auditing and 
law, and the technical pro-f orma accounting expositions 
in practical, together with explanations and criticisms, 
form the most comprehensive accounting reference li- 
brary now extant, x x Moreover an exhaustive sum- 
mary index has been prepared registering more than 
three thousand items of accounting import. xxx 
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Practical Accounting Guide 

The third direction in which the accounting service 
available in the books may be applied, is its usefulness 
to business executives and their co-workers. * Here 
again the comprehensive index will be found invaluable ; 
for any problem that presents itself in connection with 
the conduct of accounts may be located in the Quiz- 
Answerer, and the solution found. * * Here business 
executives, bookkeepers, and assistants will find con- 
structive advice and practical pro-forma procedure 
when a revision of their accounting system is contem- 
plated.** Every business executive should provide his 
helpers with this valuable reference work. * * Every 
office library could be enriched by its possession. ** * 



The books are available by the single volume, or in 
sets of twelve (12) volumes; and the complete index of 
the twelve volumes is also available, whether only one 
or all of the books are purchased. * Each book carries 
its own specific technical index ; and, since in answering 
a question, many themes are developed which are not 
mirrored in the question per se, a special synopsis of 
accounting themes has been prepared, called a The-mo- 
dex, which gives the essence of the subject matter em- 
braced in each answered question totalling six hundred 
and twelve (612) editorialettes. 

Every effort has been made to make the reader thor- 
oughly at home in a work that is at once ponderous as 
to volume, and yet so simple in its conception, so un- 
technical in its technicality, so human in its construc- 
tive advice and instruction, that it will be like coining to 
an old friend and drawing upon his experience and 
advice for the solution of a knotty problem. * These 
books should be to business workers what the welcome 
service stations along the country roads are to motor- 
ists, when broken down or otherwise perplexed.** 
Bring your accounting problems to this valuable busi- 
ness service station, and you may be assured of a quick 
and efficient solution. * * * 
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Principles vs. Platitudes 



In examining into these accounting questions it will 
be observed that each bears a distinguishing number 
and date. #** 

Since the problems and questions asked by the 
Regents in accountancy examinations form the nucleus 
of this whole work, it was thought necessary, and ex- 
pedient indeed, to conserve such original identifying 
ear-marks which distinguished the questions at the 
time they were given. * * * 

Apart from the recognition given, as just mentioned, 
the date of presentation of the problems and questions 
has no significance whatsoever. * * 

Collectively they constitute technical quizzes and an- 
swers on the technicalities of accounting procedure; 
and the message that the eye carries to the brain 
throughout the pages will not only train the reader in 
the art of accountancy practice, but will put before 
him a fund of information, experience, and insight that 
compels progress and advancement. * * * 

A decade, or two or three, has little influence on 
fundamental principles, whether they apply to account- 
ancy or other science.* Platitudinous palaver con- 
cerning either theory or practice soon proves uncon- 
vincing, because it does not stand the test of practical 
adaptation; while theoretical principles susceptible of 
practical exploitation, enjoy a long life of useful- 
ness, a a And, since these books deal with the basics, — 
with the fundamentals of accountancy, the accounting 
truths herein set forth will be as sound several genera^- 
tions from now as they are today, *** 
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Time has wrought but little change in the vital issues 
shaping the mission of men. * History constantly re- 
peats itself. * * Homer's Iliad is as great a war story 
now as it was centuries ago — it dealt with the motives, 
malice, maneuvers of men, for place and preferment, 
and its topic interest is as germane in our machine-gun 
era as in the days of catapult and battering rams. * * * 

The philosophy of Socrates, Plato, Aristotle, or 
the fervent words of Dante, are as fresh in their wisdom 
today as they were ages ago, because the writers in 
these masterpieces dealt not only with the needs of the 
present moment, — they saw ahead, far ahead. # * * 

This work on accountancy does the same thing. % 
It lays the foundation of a firm accounting knowledge 
— as applicable and as workable years hence as it is 
today. *** 

It meets fully, squarely, honestly, the basic needs of 
the present, and carries the reader in thought, spirit, 
and endeavor well along the road of tomorrow. xxx 
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THEORY IS TO THE ACCOUNTANT WHAT A WAR 
MAP IS TO THE STRATEGIST. WITH THIS THEO- 
RETICAL STRATEGY AT THE FINGERS 1 ENDS HE 
FLANS HIS ACCOUNTING MANEUVERS. THE HIGH- 
EST ACCOUNTING FINESSE IS BROUGHT OUT BY A 
PRACTICAL APPLICATION OF A WELL-DEFINED AO- 
COUNTING THEORY TO THE NEEDS AND REQUIRE- 
MENTS OF EVERY DAY BUSINESS EXIGENCIES. 
SOUND THEORY IS TO THE ACCOUNTANT WHAT 
THE TAP ROOT IS TO A TREE: A SOURCE OF NOUR- 
ISHMENT AND GROWTH* 
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THE-MO-DEX 

| Editorialettes epitomizing and elucidating contents I 



THEORY OF ACCOUNTS 



Q. 1 — An interesting discourse on the meaning of the 
word "nominal" as applied to accounting procedure, and 
with reference more especially to accounts, assets, duties, 
fees, powers, etc. flit is shown how nominal accounts 
measure the virtual volume or flow of income and outgo of 
a business. flThe differentiation between "nominal" and 
"real" accounts as to characteristics and function; and the 
subjects of accruals, deferred payments, net profits, and 
capital are also thoroughly canvassed, and many other in- 
teresting points are advanced. 

Q. 2 — A wide range of accountancy subjects are taken 
up in this question, covering discussions on the topics of the 
inclusion or exclusion from trading and profit and loss state- 
ments of such elements as partners' salaries, profit on sale 
of real estate, partners 1 drawings, over-valuation of open- 
ing inventory, and estimated losses in realization of trading 
assets, Many valuable hints are herein given as an aid to 
students entering in upon field practice in accountancy. 

Q. 3 — The nicety with which the theory of double entry 
works out in the preparation of business and financial state- 
ments, and serves as an infallible proof thereof, constitutes 
a happy theme in this questipn. The co-ordination of rev- 
enue and financial statements is fully explained, and will 
doubtless serve as a help and guide to the accounting stu- 
dent. 

Q. 4 — Consignment ventures form a very interesting 
topic in accountancy spheres, and give rise to very clever 
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expression in accounting technique. Merchants dealing in 
such ventures are not always insistent about properly ex- 
pressed accounts: are not always, moreover, conversant 
with their characteristics; and, when such knowledge is 
lacking also in the bookkeeper, and possibly in the absence 
of the engagement of an accountant, a sorry state of affairs 
arises, A complete complement of the entries arising out 
of properly conducted consignment accounts is herein given, 
and which should prove equally interesting to student, book- 
keeper and business executive, as furnishing constructive 
advice and procedure. 

Q. 5 — A complete outline of the columnar arrangement 
of purchase, sales, and cash books is herein taken up; and 
the expediency of each column is fully explained, While 
special cases may require certain deviations from the ar- 
rangements given they form a very adequate, and generally 
applicable, accounting scheme for the books of original en- 
try mentioned, The accounting principles and procedure 
incident to the monthly summarization of each of these 
books is taken up, individually, and the proper pro-forma 
monthly summary entries are reflected. The treatise forms 
a valuable reference paper. 

Q. 6 — A review of some of the rudiments of corporate 
organization forms the interesting theme of this question. 
Such themes as the following are covered: what scrip cer- 
tificates are, and how voting power may be secured for 
them, whereas characteristically, they are devoid of vot- 
ing power; the meaning of stock rights, and the practical 
application of such term; the principles underlying the 
capitalization of certain expenditures upon the inception 
of a business, and the nature and reasons for consequent 
amortization of the same; a quick survey of the features 
characterizing depreciations, and how they apply in actual 
accounting practice; and how consolidated balance sheets 
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are drawn up, and the purposes of such consolidation, It 
is a review of principles and practice which must prove of 
help and benefit to the student because of its practical 
recommendation. 

Q. 7 — Features as to what a trustee may or may not do, 
according to accepted accounting procedure, with reference 
to the application of profits, are herein cogently canvassed, 
fl A sinking fund acts as collateral for a loan, and the stipu- 
lated installments must be paid in, profits or no profits, 
to forego foreclosure, Capital must be impressed at times, 
fl The treatise gives an interesting exposition of the position 
of a trustee in such, matters. The alternative of creating 
a reserve for redemption is also given thought. The pro- 
forma balance sheet and journal entries will render a 
valuable guide in actual accounting practice. 

Q. 8 — The points to which an accountant would give at- 
tention in making ready for the preparation of a balance 
sheet, concerning appreciations and depreciations in long- 
term bonds and real estate, are herein thoroughly can- 
vassed. Many interesting features concerning the same 
are advanced; taking up the general business rules regard- 
ing the valuation of securities and land, where increases 
and diminutions from time to time are to be taken care of, 
and the accounting expedients through which such fluctua- 
tions are expressed in the accounts, fl What is to be done 
where securities are proven actually worthless ; the creation, 
automatically, of latent secret reserves where appreciations 
in real estate are not incorporated in the accounts; methods 
devised to control, daily, the fluctuations in the values of 
large holdings of securities in the hands of insurance com- 
panies; etc., etc.; are all interesting topics covered in this 
paper, And, because of the inf requency with which these 
particular subjects are discussed in accountancy lore, they 
should prove doubly beneficial to the student-reader. 
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Q. 9— An argument is herein given, setting forth the 
pros and cons with reference as to what shall constitute 
the proper basis of taxation in tax returns, fl Elucidation 
is given as to how cash receipts, regardless of payments, 
constitute the income of the wage earner; and how, on the 
contrary, cash receipts and payments in a business enter- 
prise have no direct bearing on its income: the latter being 
deduced through a consideration of the relation of profits 
and losses, and the determination of business profit, which 
latter becomes the basis of taxation. 

Q. 10— A working knowledge of the principles and pro- 
cedure incident to the transfer of stock certificates is essen- 
tial to every student preparing to take up accountancy as a 
profession, or even to those business workers who are 
studying in preparation for being qualified to assume 
greater and wider responsibilities. If All the salient fea- 
tures of such transfers are herein discussed, i.e., the gen- 
eral characteristics and significance of stock certificates; 
proper transfer to the title of the same; issue of new cer- 
tificates for the old ; design to be employed in a journal for 
the proper record of such transactions. 

Q. 11 — No little annoyance arises in everyday account- 
ancy practice on account of the lack of standardization in 
accounting terms, and the general usage applicable to the 
practical business administration, Such terms as revenue 
balance sheet, work in process and by-product are carefully 
analyzed and discussed ; and common errors are pointed out 
with regard thereto, so that the same may be guarded 
again, fl The accounting principles supporting deficiency 
accounts and final accountings and their general plan of 
construction are also taken up comprehensively. If Much 
constructive thought may be taken out of these lines. 

Q. 12— A little journey into the by-paths of cost-account- 
ing is never amiss as a review and general reference 
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feature. The oo-ordination through summary entries, of 
the various ledgers constituting the back-bone of the two 
individual accounting schemes, i.e., financial and factory, 
forms a clever and ingenious plan of accounting control. 

The plan, conduct, and proof of the financial, factory, and 
stores ledger is an important feature in cost-accounting, 
and is herein fuDy developed. The cost-accounting office 
of any concern is the fountain head of information, and the 
many freshets, and the avenues through which such statis- 
tics flow, and the accounting expedients employed to har- 
ness them, form the interesting theme of this question. 

Q. 13 — The accounts of common carriers do not fall to 
the general lot of accounting practitioners ; being specialized 
in, and usually awarded to, members of the profession who 
devote their entire time to such branch or field work. fl The 
accounts of carriers, moreover, do not afford the account- 
ant, as to design and conception of conduct and control, the 
same latitude as pertains to industrial concerns, The ac- 
counts of the former are largely prescribed as to origin and 
analysis by Interstate Commerce and Public Service Com- 
missions ; and, the generalities inherent in such control, are 
advantageously discussed in this question. . 

Q. 14 — Bankruptcy proceedings are one of the phases of 
accounting practice where an accountant needs to impress 
into service the greatest exactions and niceties of which the 
profession may boast, Experience, technical knowledge, 
minute care as to detail must dictate every step; for the 
pitfalls of insolvency are many, from the standpoint of the 
responsibilities of the accountant. "Bankruptcy" in ac- 
countancy is what "scarlet fever" is in medicine: the after- 
results are as much to be guarded against as the malady 
itself, Th© accountant who wants no come-back from his 
clients needs to be hitting on all cylinders when he tackles 
a bankruptcy proceeding. If The latent moral and legal 
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obligations,— *the various accountancy proceedings per se, — 
the exactions of the General Orders and Official Forms 
adopted by the Supreme Court of the United States with 
reference more particularly to the preparation of certain 
schedules,— are all taken up fully and comprehensively in 
this question. 

Q. 15— Since the intricacies of railroad accounts do not 
as a rule form a big feature in the work of the average ac- 
countant, and do not come under the direct notice of stu- 
dent-readers in any appreciable degree, it will doubtless be 
a welcome subject to have come up for discussion, A gen- 
eral outline of the books required for a railroad accounting 
scheme, is carefully described, as well as the accounting ele- 
ments it is sought to control, and the general prescriptions 
which are laid down by Interstate Commerce and Public 
Service Commissions, and which may not be deviated from 
in favor of private or individual inclinations, fl Let us be- 
come acquainted somewhat with the administration of these 
great throbbing arteries of our national existence. 
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QUESTION 1 

Define the following terms as applied to account- 
ing: (a) nominal, (b) accrued, (c) deferred, (d) 
net profit, (e) capital. 



ANSWER AND ARGUMENT 

THIS question deals with the definition of certain 
familiar words, in their specific relation to ac- 
counting phraseology and which sustain no par- 
ticular unity with respect to one another beyond the 
fact that they constitute divers terms used in connec- 
tion with the practice of accounts. It is in effect five 
distinct questions, designated by the letters a, b, c, d, 
and e ; and which annotation is preserved herein for the 
purpose of associating each answer with the question 
to which it relates. 

(a) Calls for the definition of a "nominal account," 
with specific reference to its relation as applied to ac- 
counting nomenclature. It is to the adjective "nomi- 
nal ' 9 that particular attention is directed. When prop- 
erly understood, it will be found that the same meaning 
always attaches to this word, regardless of the char- 
acter of the noun which it qualifies, — whether of ac- 
counting or other significance. The terms nominal ac- 
count, nominal assets, nominal duties, nominal fees, — 
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have one attribute in common derived from the char- 
acteristics qualifying the word itself, ie., "in name 
only." 

Nominal assets are assets only because we choose 
for some reason to call them assets; while, in point of 
fact, they may be merely an aggregation of worthless 
properties and uncollectible claims. The nominal as- 
sets of a bankrupt may realize only ten per cent of their 
nominal or book value. The value apparently inher* 
ent in the name may not equal the value in fact. 

The same rule applies to duties, fees, powers, and 
privileges which may be nominal and not actual, and 
be merely terms of convenience, without actual or in- 
trinsic existence or worth. In applying this qualify- 
ing adjective to accounts, the meaning of the word is in 
no way changed; but certain additional facts in con- 
nection with accounts so characterized must be recog- 
nized and considered because of their technical import. 

The prime distinction in accounts is between the 
"real" and the "nominal." Real accounts are accounts 
with definite persons or things, — the amount due to or 
from a person, or the actual existing value of a prop- 
erty. "John Brown" is the name of a person (real 
account), because it denotes an indebtedness due from 
such person, or an obligation payable to the same. 
"Cash" is the name of a real account, because it re- 
cords the amount of cash received, disbursed, or on 
hand : the final element, or balance, of the account con- 
stitutes its real worth, or "realness." 

The two preceding elements, i.e., receipts and pay- 
ments, are but a chronological record of current trans- 
actions, culminating in such resultant status. 
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All accounts with persons, either individual, or cor- 
porate, or otherwise associated, are "real-personal" 
accounts. All properties denoting an intrinsic worth 
or realizable value, whether cash, merchandise, land, 
buildings, machinery, tools, or chattels of any kind, 
which form the subjects of accounts for the purpose 
of recording either cost, or present value, are "real- 
impersonal 9 J accounts. All other accounts dealing with 
matters of statistical record, are "nominal" accounts, 
and relate to no existing claims against individuals 
nor possess any characteristic value of real or personal 
estate. 

Nominal accounts are records of income and ex- 
penses during stated periods, classified under signifi- 
cant titles. They are created with the intention of 
bringing them together at each periodical rest in the 
accounts in such a manner as to produce an analytical 
record and report of the operating activities and re- 
sults of the period embraced. Their function is to 
give appropriate and easily recognized names to the 
various sources of income, and the purposes of ex- 
penditure; and, under each name so given, to measure 
the volume or flow of income and outgo. 

Real accounts are accordingly either personal or 
impersonal, while nominal accounts are invariably im- 
personal. The titles of nominal accounts may be 
changed to suit convenience or to conform with vary- 
ing schemes of nomenclature. They may also be divided 
into component parts or formed by the consolida- 
tion of several into one. Personal accounts must re- 
tain as a title, however, the names of the persons to 
whom they relate. Property accounts must by their 

27 



Digitized by 



Theory of Aocoukts Vol. II The Quiz-Answhbsb 



Answer and Argument — Question 1— (Cont'd) 

title describe truthfully the character of the prop- 
erty they value. 

(b) Calls for a definition of the word "accrued" 
when used as a qualifying adjective in accounting 
terms. Accrued accounts relate solely to personal in- 
debtedness, either owing or owed, with respect to 
interest, rent, salaries, or any other value having an 
increment measured by time, and falling due at stated 
' dates. These obligations are not payable except at the 
stipulated dates on which they fall due, but are accru- 
ing constantly during the intervening time. Interest 
payable semi-annually at the end of June and Decem- 
ber each year, will have accrued for the period of a 
quarter at the end of each March and September, and 
would appear as an accrued item on the balance sheet 
drawn at either of said latter dates. Accrued accounts 
therefore are either assets or liabilities gradually com- 
ing due, according to the proportion of an elapsed 
period, but receivable or payable only upon the expira- 
tion of the stated period. 

(c) Calls for the definition of the word "deferred" 
as the same is used in qualifying accounts. The ordi- 
nary meaning of the word "defer" is to delay, and in 
that sense is often applied to payments made after the 
date on which they were due, implying the idea of de- 
linquency or failure in duty. When qualifying an ac- 
counting term, however, it is given the meaning of 
delay, or of putting off, without the idea of delin- 
quency attaching in any way. It implies the idea of 
delay by control, of deferment by stipulation. The 
most familiar form of deferred debt is "funded debt," 
or bonds and mortgages. These are liabilities dating 
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from the date of their creation, but which the obligor 
cannot pay off until maturity, unless he default on in- 
terest, or terminate the contract in a discreditable 
manner, and in violation of his original promise. 

(d) Calls for the definition of the term "net profit." 
While this term is used in accountancy, both of the 
component words are in general use and carry the same 
significance in all matters of human interest. The 
term "profit" has but one meaning wherever used, 
and is synonymous with gain, advantage, or increase, 
in every desirable possession. In like manner the 
term "net" signifies that which remains after all off- 
sets or encumbrances have been deducted or subtracted. 
The terms "net weight," "net capacity," and "net 
cash" are generally familiar terms. Net profit is the 
amount constituting the balance remaining in a profit 
and loss account, after all offsets, expenditures, and 
losses have been charged. It is the balance remaining 
available for distribution, or the making of such re- 
serves as may be expedient. It is the final reckoning 
for a specific elapsed period, subject to voluntary dis- 
position by way of either reserve, dividend, or incre- 
ment to accumulations of prior years. Such accumula- 
tions constitute what is known as surplus. Surplus is 
the undivided profits at a stated date, regardless of 
the length of time in which it has accumulated. 

(e) Calls for a definition of the word "capital." 
This word has many meanings according to the way 
in which it is used. Primarily it signifies the "head," 
and, in that meaning, it is applied to the seat of gov- 
ernment, to excellence, and to that which is of chief 
importance generally. 
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As the most important thing in a business is the 
wealth of its proprietor, the sum total of his resources 
is called his "capital." That part of his capital which 
consists of fixed property necessary to the conduct of 
the business is called "fixed capital," while that which 
is available for financing active operations is called 
"working capital." The capital created by investment 
in the stocks of a corporation is called "capital stock," 
or "share capital"; while the capital acquired by 
means of a funded debt, or issue of bonds, is called 
"loan capital." 

The fixed properties acquired by a corporation by 
capital outlay are called "capital assets"; while the 
floating assets acquired by re-investing revenue, and 
held for sale, or conversion at a profit, are sometimes 
, called "revenue assets" by way of distinction. 

Capital and revenue are accordingly the two prin- 
cipal considerations respecting every business. The 
balance sheet is the statement of capital when consid- 
ered from every angle; while the profit and loss ac- 
count is the statement of revenue for a given period. 
Capital is the excess of assets over liabilities, which 
has been called "net worth." When the share capital 
of a corporation is greater than its net worth, the capi- 
tal is said to be impaired. 



80 



Digitized by Google 



The Quiz-Akswebeb Vol. II Thbobt of Aoootnsrrs 



Theory of Accounts 



QUESTION 2 

Explain fully in what way, if at all, the following 
should enter into trading and profit and loss stater* 
ments, with reasons for inclusion, or exclusion: 
(a) partners' salaries, (b) profit on sale of real 
estate, (c) partners' drawings, (d) overvaluation 
of opening inventory, (e) estimated losses in 
realization of trading assets. 



ANSWER AND ARGUMENT 

Whether or not any of the elements under consid- 
eration in this question should be charged to trading 
or profit and loss account depends upon the circum- 
stances that give rise to them. 

Taking the first subject involved, namely (a) 
"partners' salaries," it is first necessary to determine 
the underlying principles upon which the partners 7 
salaries are based. For instance: were two or more 
partners to invest an equal amount in the partnership 
business, and give an equal amount of personal atten- 
tion to its management, nothing would be accomplished 
by paying them salaries. To do so would merely re- 
duce the amount finally available for division as profit. 
Were their salaries to exceed their profits, the re- 
sultant loss would necessarily be shared in equal 
amounts, and which would accordingly be charged back 
to them. The net result would then be the same as 
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though no salary had entered into the calculations; 
while the consideration of salaries would accomplish 
no more than the consideration of interest on capital. 

Where the partners* salaries measure different 
values or degrees of personal services, however, quite 
independent of their several investments, or shares in 
the profits, the situation is quite different. Such sal- 
aries must then be charged as an expense of the busi- 
ness, before the profits divisible can be entertained; 
and whether they are chargeable to trading or to 
profit and loss would depend on the character of the 
service each partner renders. One partner may do 
the buying, or may work in the shop, and his salary 
constitute a trading charge. Another partner may 
administer the finances, and direct the activities of 
the concern ; and, his services being purely managerial, 
may be a charge to profit and loss. In any event their 
salaries will prove a diminution of partners' profits 
in the same sense as the salary of any employee. 

In the second instance, namely (b) "profit on 
sales of real estate": whether or not this should be a 
charge to profit and loss would depend in the main on 
whether dealing in real estate is the basic or prin- 
cipal activity of the business. The profits of a land 
development company are exclusively derived from 
sales of real estate. If the transaction is, however, 
extraordinary to the nature of the business, the profits 
derived from the business through its ordinary 
activities should be first expressed in the profit and 
loss account, followed by such miscellaneous profits 
as inay have risen through unusual transactions ; which, 
when added thereto, will show the amount divisible 
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among partners, or to be carried to surplus, as the 
case may be. 

In the third instance, (c) "partners* drawings' 1 
are never proper charges against either trading or 
profit and loss. They are charges to partners' private 
accounts, and rank in anticipation against the profits 
to be credited thereto at the close of fiscal periods. If 
the personal drawings exceed the profits credited to the 
individual personal account, the latter is in a state of 
being "overdrawn"; the excess may either be charged 
directly against capital, or may be regarded as a loan 
on which the partner in question would be required to 
pay interest, until satisfied by subsequent profits, un- 
less otherwise stated in the articles of partnership 
agreement. 

The fourth subject, (d) "over- valuation of inven- 
tory," opens a subject fraught with so many possibili- 
ties that it can be answered here on general principles 
only, and upon the basis of an assumed situation. It 
is necessary to assume that the inventory used in the 
preceding closing of the books was overstated, and that 
consequently, upon closing the current period with a 
proper inventory, the profits of the former period are 
in like manner overstated, while those of the current 
period are understated. 

Insomuch as the overstatement of profits, therefore, 
was carried either to the credit of the individual part- 
ners' personal accounts, or to the capital account of 
each individually, said accounts were wrong propor- 
tionally to the overstatement involved, and must now 
be charged with such revised inventory valuation, and 
the current profit and loss account credited, in order 
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that the true profits now ascertained may be stated, 
and applied in the proper amount. 

The last subject, (e) "estimated losses in realiza- 
tion of trading assets," comprehends that group of ac- 
counts known by the familiar titles of "bad debts," 
"depreciations," and "reserves for depreciation" for 
various contingencies. 

When reserves are set aside out of current profits 
in anticipation of certain losses which are likely to 
arise, such charges are made against revenue in esti- 
mated amounts, which latter are predicated upon 
formulae, or processes of calculation having varying 
degrees of precision. A "reserve for bad debts" is gen- 
erally calculated upon such percentage of the turn-over, 
as experience may have proven to be a fair provision. 
Depreciation is generally calculated at a percentage 
on the book value, measuring the annual periodical 
waste; while the scrapping of stock of goods, machin- 
ery, fixtures, etc., due to change of style, or falling 
away of market demand, rests wholly on the personal 
judgment of executives at the time of making the esti- 
mate. ' 

There may be many reasons why estimated losses 
in realization of trading assets should be included in 
either the "trading" or the "profit and loss" section 
of the revenue statement, but it should be borne in 
mind that the federal income tax law will not allow 
the deduction of reserves for bad debts or other losses 
not "actually sustained" from the taxable income. 

The books should, therefore, be kept in such a way 
that the adjustments necessary for the preparation of 
the tax-return can readily be determined. 

34 



Digitized by Google 



The Quiz- Answerer Vol. II Theory of Accounts 



Theory of Accounts 



QUESTION 3 

Explain method by which the net result of a double 
entry profit and loss account may be proved by 
use of resources and liabilities. 



ANSWER AND ARGUMENT 

The value of double entry as a proof of the accu- 
racy of the accounts is most strikingly illustrated in 
the harmony existing between a profit and loss ac- 
count of a stated period, representing the statement 
of revenue and of operating results, and the balance 
sheet— constituted of related assets and liabilities — 
and showing the status at its close. The profit and 
loss account and the balance sheet are considered to- 
gether as one, — termed a business and financial state- 
ment ; the function of which is to reconcile the operat- 
ing results with the status: each proving the other. 

If a profit and loss account, therefore, shows a 
stated gain during a stated period, and whether said 
gain has been added to the worth, or net assets, of the 
business, or has been withdrawn by the proprietor or 
stockholders, it will show to what extent the values 
remaining in possession have increased by accumula- 
tion, or decreased by withdrawal, or dividend. The 
sum of such value as remains, consisting of the sum of 
the assets, — less the liabilities, — constitutes the surplus 
in a stated amount. This surplus is at once the balance 
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of the profit and loss account, and that of the balance 
sheet; and its appearance on both statements in an 
equal amount, proves their mutual agreement. The 
principle may be epitomized in the simple statement : 
that the surplus, or undivided profits, equals the bal- 
ance constituted by the excess of assets over liabilities. 

The profit and loss, or "revenue" account, devel- 
ops periodically the profits earned, and the disposition 
made of the same. Such profits as are not disposed of 
by dividend, or distribution, accumulate and form a 
surplus. This surplus fluctuates in amount from year 
to year as subsequent profits are added to the accumu- 
lation of funds, or subsequent drafts are made ; and, at 
every fiscal rest, the balance of the surplus account is 
the sum of the undivided profits. 

The balance sheet shows the assets and liabilities 
as at each date upon which the same is framed. Nor- 
mally, the former are always greater than the latter, 
and the amount of the difference between these two 
elements is also " surplus," or "undivided profits," in 
the same amount as appears in the revenue account. 
All reserves appearing on the balance sheet have been 
created by charges to revenue; and, until applied to 
their several purposes, are classed as liabilities. 
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Submit " pro-forma" entries covering the inciden- 
tal shipment of goods to a factor, prepayment of 
freight, receipt of advances, receipt of account 
sales with cash to cover balance due, and closing 
of account. 



ANSWER AND ARGUMENT 

This question deals with the customary business 
routine attendant upon consignment ventures, and in- 
volving a shipment of goods to a consignee, for ac- 
count and risk of the consignor, and to be accounted 
for by the consignee by rendering his "account sales/ ' 

The goods so shipped may be taken out of the gen* 
eral stock of the consignor — they may have been pur- 
chased for the express purpose of shipping them on 
such a venture, either because they could be obtained 
at a bargain or because there was an unusual demand 
for such class of goods at the part or place to which 
consigned, — they may have been contributed by an- 
other merchant, — or they may have been purchased on 
joint account by several merchants in the interest of 
the present venture. There are many other conditions 
as to ownership under which the goods may have been 
shipped, and which naturally would have a bearing 
upon the procedure with reference to the pro-f orma 
entries; yet those already described are sufficient to 
establish such principles. 
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It will therefore be assumed for the purposes of 
this answer that the shipment is made out of the con- 
signor *s merchandise stock; and, upon such premises, 
the first entry would accordingly be : — 

Shipment Account 5.000.00 

To Mebchandisi t , 5.000.00 

For shipment of "X" bales of "Y" to Z & 
Co. to be sold for account and risk of A k Co. 
(ourselves) ; net proceeds to be remitted with 
account sales in customary manner. 



The title to the merchandise is still vested in "A," 
the original owner and shipper; but it has been taken 
out of stock of goods in possession, and vested in a 
shipment venture with the intention of thereby realiz- 
ing a profit over and above the shipping and selling 
expenses. 

The prepayment of freight would ordinarily form 
part of the same entry, when charging the merchan- 
dise to the "shipment venture." In making it a 
separate transaction, it becomes merely an additional 
investment, and the entry therefore would be in all 
probability: 

Smnmra Account M 50.00 

To Cash K ..« 60.00 

For prepayment of freight on shipment to 
Z & Co. 



If "A" kept a running account with the transpor- 
tation company, this account would first receive credit 
f pr the freight, and the cash payment would be in 
settlement of their account. Or, in the absence of such 
personal accounts, all freight bills might be charged 
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to a general freight account ; in which case said freight 
account would receive credit, at the time of charging 
the "shipment account" with the amounts applicable 
thereto. 

As the consignee charges interest for all disburse- 
ments made by him from the date of such expendi- 
tures until the due date of the "account sales/ 9 it is 
to his advantage to remit proceeds in anticipation of 
the final account, and receive interest thereon also. It 
is assumed that the consignee has remitted $ 2.000.00 
in advance of the final settlement, which "A" credits 
to the "shipment account," — the entry being: 

Cash 2.000.00 

To Shipment Account 2.000.00 

For remittance by Z A Co. on account of 
consignment proceeds, — the balance to be paid 
on rendering account sales. 



It is now further assumed that the consigned goods 
were sold for $ 6.000.00 and that the consignee's ex- 
penses, commissions, and balance of interest were 
$ 500.00, making the net proceeds $ 5.500.00 : that there 
had already been received on account the sum of 
$ 2.000.00: leaving to be remitted with the "account 
sales" the balance of $ 3.500.00. 

On receipt of this final remittance, or balance in 
settlement, it also is credited to the shipment account 
by entry: 

Gash 3.500.00 

To Shipmxnt Account ., 8.500.00 

For settlement of shipment venture upon re- 
ceipt of "account sales" from Z & Company. 
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The shipment account will now show the f ollowing 
cost and proceeds: 



Cost 

Value of Merchandise Shipped $ 5.000.00 

Prepaid Freight 50.00 

TOTAL * 5.050.00 

Proceeds 

Advance Remittance $ 2.000.00 

Settlement Remittance with Account Sales 3.500.00 



* 5.500.00 



The profit on the venture is accordingly $ 450.00 
which is carried to profit and loss upon closing the 
books by the following closing entry, — in. effect: 

Shipment 450.00 

To Pbout & Loss 450.00 

For transfer of profits on shipment venture. 



The foregoing pro-f orma entries are those made 
upon the books of A & Company, the consignors. 
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On the books of Z & Company, the consignee, the 
entries would be substantially as follows : — 

Consignment Account 200.00 

To Expenses ft Interest 200.00 

Pot sundry outlay incident to receiving, sell- 
ing, and delivering "X" bales of "Y" con- 
signed by A ft Co. 



Cash 3.000.00 

To Consignment 8.000.00 

For part proceeds of sales of consigned goods 
from A ft Co. 



Consignment 2.000.00 

To Cash 2.000.00 

For advance remittance to A ft Co. 



Cash 3.000.00 

To Consignment 8.000.00 

For balance of proceeds of sales of consigned 
goods from A ft Co. 



Consignment Account 8.500.00 

To Cash 8.500.00 

For remittance to consignor (A ft Co.) upon 
rendering account sales. 
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The consignment account on the books of Z & Go. 
will close automatically, and show the following debits 
and credits: 

DebU$ 
EXPZN8X8 6 Inthbst. . . 
Bkmittanob to A 6 Co.. 

00mO88I0N8 

BXHnTANOI TO A A Co. 

filial 



$ 6.000.00 



Credits 

$ 200.00 Balms $ 8.000.00 

2.000.00 " 8.000.00 

800.00 

8.500.00 



* 6.000.00 



The profits received by Z & Company are their 
commissions of $ 300.00 plus whatever interest may be 
in their favor for expense outlay, and advance remit- 
tance. 

It is to be observed that both the "shipment ac- 
count" on the books of Z & Company, are both real- 
impersonal accounts, and relate only to merchandise 
and cash. There is no account with Z & Company on 
A & Company's books, nor vice versa, since there is 
no liability on the part of either one to the other at 
the outset. When Z & Company receive proceeds from 
the sale of A & Company's goods, they become liable 
as consignees until said liability is discharged by "ac- 
count sales" and remittance, and not until then. 
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Submit rulings for co-related cash book, purchase 
book, and sales book, to classify purchases and 
sales in three divisions and to provide for miscel- 
laneous purchases. Provision must be made to 
record cash sales in sales book and for custom* 
ers 9 and creditors 9 controlling account. Submit 
"pro-forma" monthly summary entries for the 
foregoing books. 



ANSWER AND ARGUMENT 

The ruling of the cash, purchase and sales books, 
designed to provide for the classification of transac- 
tions set forth in this question, would be as follows: — 

CASH BOOK 

This book would be ruled to provide for five money 
columns on each side, viz : — 
Debit Side 

(1) Net Cash— Receipts 

(2) Discount Allowed 

(3) Debtors' Controlling Account 

(4) Creditors' Controlling Account 

(Incidental cash receipts) 

(5) General Ledger 

Credit Side 

(1) Net Cash — Payments 

(2) Discount Received 

(3) Creditors' Controlling Account 

(4) Debtors' Controlling Account 

(Incidental cash payments) 

(5) General Ledger 
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These columns would be preceded on both sides with 
columnar spaces for dates, account titles, particulars, 
and ledger folios, respectively. 

On both sides the most active column will be column 
(1), or net cash, and the next active, — column (3): 
each item in which will repeat a corresponding item in 
column (1), or equal the sum of items in columns (1) 
and (2) on the same line. Column (4) will be the most 
inactive, because providing for incidental, but unusual 
refunds to debtors, and refunds from creditors. Col- 
umn (5) is for all direct cash postings to general 
ledger accounts, both real and nominal. Cash dispensed 
by purchases, and cash sales, may both be entered in 
the general ledger column, and be cross-referenced by 
"purchase" and "sales" books, instead of by ledger 
folios. 

PURCHASE BOOK 

The purchase book will be provided with six money 
columns, viz: 

(1) Creditors— Audited Claims 

(2) Cash Purchases 

(3) Division "A" Purchases 

(4) Division "B" Purchases 

(5) Division "C" Purchases 

(6) Miscellaneous Purchases 
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The columns are preceded by columnar spaces for 
dates, titles of creditors 9 accounts, particulars, terms 
and ledger folios ; and, preceding the sixth column, is a 
columnar space for the nominal account titles of the 
several sales and expense accounts not falling under 
divisions "A," "B," and "0." 

The particulars of cash purchases are written in 
the space allotted to creditors' names, while the 
amounts are entered in the money columns provided 
therefor; and, instead of the ledger folio, the cash page 
whereon the corresponding entry appears is noted. 

SALES BOOK 

This book is ruled in substantially the same man- 
ner as the Purchase Book : the names of debtors taking 
the place of the names of creditors, while the money 
columns are used for entry respectively of : 

(1) Charge Sales 

(2) Cash Sales 

(3) Division "A" Sales 

(4) Division "B" Sales 

(5) Division "C" Sales 

(6) Miscellaneous Sales 

The general practice would be to enter cash sales 
in a separate volume, and to transfer the daily totals to 
the cash book and sales book in analytical form as to 
Division "A," "B," and "C"; and with respect to the 
several miscellaneous sales accounts affected. A simi- 
lar practice could be followed with respect to cash pur- 
chases, if warranted by their f requencgr. 
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The monthly summary entries which would be 
framed in the summary journal for posting to the gen- 
eral ledger would be as follows: 

PURCHASE BOOK 



Sundries To Sundries 

Division A — Purchases xzx 

Division B— Purchases xzx 

Division O— Purchases xxx 

Miscellaneous Purchases xxx 

To Creditors' Controlling Account xxx 

" Gash — contra to cash book 

(not to be posted) xxx 

For purchases during the current month. 



SALES BOOK 



Sundries To Sundries 

Debtors' Controlling Account xxx 

Cash Sales contra to cash book 

(not to be posted) xxx 

To Division A— Sales xxx 

" Division B— Sales xxx 

" Division C— Sales , xxx 

" Miscellaneous Sales xxx 



For sales during the current month. 



\ 
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CASH BOOK 



Debit Sid* 

Sundries To Sundries 

Cash— Net Receipts zxx 

Discount— Allowed : xxx 

To Debtors' Controlling Account xxx 

" Creditors' Controlling Account xxx 

" General Ledger — posted in detail xxx 

" Cash Sales — contra to sales book 

(not to be posted) « xxx 



Note: The total of general ledger credits equals the 
general ledger column's footing, less total cash sales per 
sales book. 



Credit Side 

Snndriei To Sundries 

Creditors' Controlling Account xxx 

Debtors' Controlling Account xxx 

General Ledger— (posted in detail) xxx 

Cash Purchases — eontra to purchase book 

(not to be posted) xxx 

To Discount— Received , xxx 

" Cash — Net Payments xxx 



Note: The total of general ledger debits equals the 
general ledger column's footing, less total cash purchases 
per purchase book. 



The two preceding entries deduced from the cash 
book measure the volume of receipts and payments, as 
well as collections and liquidations. 



47 



Digitized by Google 



Theory of Aoootjhts Vol. II The Quiz-Answebeb 

Answer and Argument — Question 5 — ( Cont'd) 

The equation of the summary entry of the purchase 
book proves that both cash purchases and purchases 
on account are charged to the divisional and miscel- 
laneous purchase accounts, and there is no occasion, 
therefore, to raise an account for cash purchases. The 
same rule applies to sales accounts, as proved by the 
equation of the sales book summary entry. 

By cross-referencing the sale and purchase books 
with the cash book, the place which ordinarily would be 
occupied by the ledger folio, were the item posted, is 
already filled by the cross-reference in both books. 
This of course relates only to cash purchases and sales. 

If it is the desire to keep a consecutive record of 
the volume of cash purchases or sales for statistical 
reasons, it becomes a matter merely of posting the 
items of such purchases and sales appearing in the 
summary entries. These accounts will always liqui- 
date, of course, and therefore leave no balance. 
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QUESTION 6 

I Define (a) scrip, (b) stock right, (c) amortization, 
(d) depreciation, (e) consolidated balance sheet. 



ANSWER AND ARGUMENT 

The five specific questions designated by the letters 
a, b y c, d, and e, which are comprehended in this gen* 
eral question, appear to deal with corporate organiza- 
tion, and must, therefore, be answered according to 
the significance which the words would ordinarily have 
in that connection. 

(a) "Scrip" is a term used to denote a stock certifi- 
cate for a fractional part of a share; while the term 
stock certificate per se relates to one or more full shares 
only. 

When stock in one company is surrendered for 
stock in a successor company at a proportion other 
than share for share, or even multiples of a share, it 
becomes necessary to issue fractional parts of shares 
in order to effect the exchange at the established rate. 
As for instance, when part of a share of consolidated 
stock is given for each full share of subsidiary stock 
surrendered; or, when for every share surrendered, a 
share and a part of a share is given. 

Scrip certificates issued for fractional shares can- 
not vote until acquired in sufficient quantities to convert 
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into full shares. This is effected by transfer between 
holders; or, where their number warrants such an 
expedient, all the scrip may be placed in the cus- 
tody of a trustee, who accomplishes its conversion into 
even shares, and represents the scrip holders under a 
voting trust. 

(b) A "stock right" is the vested right of the stock- 
holders of record to subscribe to an increase in the 
capital stock, at a stipulated rate not less than par, 
before it is offered for public subscription. This right 
is often expressed in the form of a negotiable instru- 
ment, giving to each stockholder of record the privilege 
of subscribing to the new stock in the proportion of 
his present holdings, so that there will be no disturb- 
ance of majority and minority interests. This privi- 
lege usually affords the stockholder the opportunity 
of buying at par, stock which would realize a substan- 
tial premium at a general sale ; and he may, therefore, 
avail himself of such privilege, or sell it in the open 
market. 

(c) The term "amortization" is applied to the 
gradual diminution of an asset value carried on the 
books of a business enterprise, and which usually rep- 
resents capitalized expenditures necessary to its in- 
ception; or, in the instance of a purchase of a going 
concern, incident to its organization under new manage- 
ment. While such assets have a salient value to be 
taken cognizance of in the event of future sale or 
reorganization, it is considered good policy in a pros- 
perous concern to gradually eliminate such values from 
the books and carry only assets of a readily convertible 
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nature. This is accomplished by writing off periodical 
installments to profit and loss ; so that at the expiration 
of a given time the asset value will have been absorbed 
from the accounts entirely, — the burden of the same 
having been thrown against the profits of various fiscal 
periods, in definite predetermined proportions, or in 
such amounts as may have seemed most expedient to 
the executives of the business in the light of particu- 
larly lucrative profits of any specific period. 

Such amortization is usually applied to assets hav- 
ing a latent, though at the present moment perhaps, 
an intangible value, such as the capitalized expendi- 
tures which represent outlay for good will, organiza- 
tion expense, extensive advertising campaigns to estab- 
lish a market, etc*, etc. The fact that these values 
are expunged from the records through gradual amor- 
tization does not, however, imply that their inherent 
value is lost sight of. The industry that has sprung 
from that initial outlay for organization, the market 
that has been created for its wares, exist quite as truly 
as before, and could be coined into actual funds in 
the instance of a sale of the business. The inherent 
values of such assets hinge very much upon the ad- 
vantages or disadvantages of such sale or turnover, 
however, and for that reason, in order that a going 
business may present a most conservative statement of 
its status as to actual assets and liabilities, it is custom- 
ary to periodically amortize silch expenditures as just 
above outlined. There is no l*w concerning the amorti- 
zation of such assets, nor the manner nor degree in 
which it shall apply— it is & question entirely as to 



individual policgr. 
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There is this distinction, however, with reference to 
amortization being an optional prerogative; and this 
is, that this feature often becomes a stipulated factor 
laid upon the corporate activities of an enterprise by 
its board of directors, setting forth that a certain 
stipulated proportion of certain defined assets, con- 
stituted of capitalized expenditure, shall be amortized, 
at stated intervals, out of profits, before the latter 
shall be available for dividends. In such an instance 
amortization becomes obligatory. 

Such assets as patent rights, trade marks, copy- 
rights, etc., whose value and serviceability is prescribed 
to a certain number of years, are also frequently sub- 
jected to systematic amortization. 

It is also applied to the periodical installments paid 
into a sinking fund, which is set apart to have an avail- 
able fund for the redemption of a liability at the end 
of a given time. These installments may be either of 
uniform amounts at stated times; or may be based 
upon annuity calculations which take into account the 
income from the investment of sinking fund accumula- 
tions at a specified rate of interest. 

(d) "Depreciation" is a periodical deduction from 
the value of a fixed asset to cover waste incident to 
wear and tear in excess of that which may be pre- 
vented by means of repairs and renewals, as well as 
to cover its possible complete obsolescence, as is the 
case in the scrapping of machinery, tools, fixtures, etc., 
because of inefficiency of output as to quantity or pat- 
tern. Provision may also be made for depreciation 
in stock of salable goods which have become shop-worn, 
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or have fallen in value in consequence of changes of 
styles or of market conditions. 

Concerning amortization and depreciation, the basic 
function of both is that of a diminution of asset values 
on the books of a going concern; yet, the spirit of the 
expedient, as well as the method of its accomplishment, 
is somewhat different in the case of the former from 
that of the latter. 

Amortization is an amount set aside out of profits 
and acts as an actual reduction of the values to which 
it specifically relates, — the balance of the same remain- 
ing extant after such reduction, being the amount re- 
flected in the balance sheet. Depreciation does not 
work as an actual reduction, but represents an amount 
set aside out of profits with each successive fiscal period 
to cover certain contingencies, and which amounts are 
cumulatively lodged in an account, entitled for in- 
stance "reserve for bad debts, — " "reserve for depreci- 
ation of furniture, fixtures, etc., — " as the case may be ; 
and which reserve is reflected on the balance sheet in 
one of two ways: either as a liability on the credit 
side, juxtaposed to the full asset value shown on the 
debit side ; or as an element on the debit side, deducted 
from the assets which it qualifies, — the net value of the 
latter being then extended into the value column. This 
reserve then serves as an available fund to bear the 
brunt of contingent losses, or to replace a correspond- 
ing asset scrapped or crippled in the course of events. 

(e) A "consolidated balance sheet' 9 is a financial 
statement formed by combining in the one statement 
the assets and liabilities appearing on two or more 
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balance sheets of allied enterprises. Where the same 
character of asset or liability appears on two or more 
of the allied balance sheets under the same title, it 
would be made to appear on the consolidated balance 
sheet as one item in the aggregate amount of all under 
the same title, or under one title appropriate to ex- 
press the nature of the combined elements. 

In setting up a consolidated balance sheet it is cus- 
tomary to use a columnar arrangement showing in its 
first column the consolidated totals, followed by as 
many columns as there are allied companies which 
columns contain the specific amounts contributed by 
each company to produce the consolidated aggregate. 

Sometimes it happens, however, that the companies 
to be combined are so numerous that a statement show- 
ing the details for each would have to be of unwieldy 
size. 

In such a case it is advisable to show on the consoli- 
dated balance sheet the consolidated totals only, each 
supported by a schedule containing the details for the 
separate companies, while their individual balance 
sheets are bound together with the report. 
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A mortgage provides for a Sinking Fund to be ac- 
cumulated in the hands of a trustee from profits 
prior to dividend payments. Prepare skeleton 
Balance Sheet to disclose the state of the fund, 
dividends declared and payable, appropriation of 
profits for purpose of the fund <md an unappro- 
priated surplus. What effect would losses in ex- 
cess of such unappropriated surplus have on the 
Sinking Fundi 



ANSWER AND ARGUMENT 

It is not according to custom that a sinking fund 
be accumulated in the hands of a trustee out of profits, 
but provision for a reserve for redemption may be 
made in such a manner. To create a sinking fund it is 
necessary to pay the required cash installments at the 
proper intervals into the same ; and, since that is the 
one unalterable exaction, it is of little moment, so far 
as the sinking fund per se is concerned, whether the 
payments are made out of profits or out of capital. 

As a sinking fund is a contract inseparable from 
the loan, and constitutes the security therefor, the in- 
stallments must be regularly paid, or the loan auto- 
matically becomes due, and is subject to foreclosure 
or such other disposition as may be arranged. In a 
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conservative business it is deemed good policy to create 
a reserve for redemption out of profits, either where 
no sinking fund exists, or if one does exist, then as a 
wise expedient to conserve the resources from dissipa- 
tion by way of dividends. 

If a reserve for redemption is made coincidently 
with the creation of a sinking fund, such reserve will 
be reabsorbed by surplus when the sinking fund and 
the loan automatically close by the act of redemption; 
and the estate as a whole will be richer in amount. 
Such an event may afford grounds for the declaration 
of a stock dividend, as compensation for the cash divi- 
dends which have been withheld in consequence of 
such reserve. 

Surplus, not paid out in dividends, or reserved to 
neutralize contingent losses, may be fairly characterized 
as unappropriated. If such unappropriated surplus 
is maintained in a sum sufficient to meet losses, as well 
as equalized dividends, and to make the customary 
reserve for redemption, the current losses would have 
no effect on either dividends or reserves, because in- 
sufficient to do so. 

If the losses should be in excess of such demands 
upon surplus, it would be necessary either to omit 
the dividends, or the reserves, or both, as dividends 
cannot be paid out of capital, and to have a reserve 
create a deficit would be illogical. 

The following pro-forma journal entries, including 
the sinking fund cash installments, will throw addi- 
tional light on the significance of the balance sheet: 

56 



Digitized by Google 



The Qtjiz-Answbbbb Vol. II Thboby op Aooouots 



Answer and Argument — Question 7 — (Cont'd) 

PlQflT k L068 XXX 

1 

To Bksibvb fob Bbdemftion xxx 

For •mount of current linking fund accumulations, 
equaling cash annuity installment, and income from sink- 
ing fund investments. 



SufkufG Fund • • xxx 

To Cash xxx 

For annual installment stipulated under the terms of 
the loan. 



SunoNO Fund xxx 

TO INOOIOB FROM SINKING FUND INVBSTMXNT. . . XXX 

For income reported by trustee from sinking fund, 
constituting a credit to revenue, contra to the revenue 
charge for reserve in excess of sinking fund installment 



BALANCE SHEET 

Assets Liabilities 

GtJBBXNT ASSETS XXX *CURXINT LIABILITY XXX 

Fixed Assets xxx ** Defebbed Liabilitixs ... xxx 

81NKIN0 Fund xxx Bessbve fob Redemption xxx 

xxx xxx 

Goodwill...., xxx Capital Stock xxx 

•••Subflus xxx 

xxx xxx 



• Iadudes— Dividend Declared Includes— Mortfafe Payable 
Includes— Current Profits 
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State and differentiate, for Balmce Sheet pur- 
poses, the rules of valuation that apply in t%e fol- 
lowing: (a) long-time bonds bought at a premium 
for investment, the market value of which has 
advanced, (b) dividend-paying stocks bought 
for investment, the market value of which has 
declined, (c) long-time bonds bought at a dis- 
count for speculation, the market value of which 
has advanced, (d) real estate (land) that has 
appreciated. 



ANSWER AND ARGUMENT 

The rules of valuation which would apply to one 
class of the securities described, would apply to them 
all ; but the rule would differ in the instance of a pri- 
vate business from that of a public business, like a 
life insurance company. 

Where stocks become worthless, or decline in value 
for causes that offer no prospect of recovery, it would 
be a proper procedure to write off the loss, and thus 
reduce the corresponding book value of the asset to its 
true value. But where a decline or rise in the value 
of either stocks or bonds is consequent merely upon 
market conditions, and the property underlying the 
securities has undergone no change which would affect 
its intrinsic value, the securities should be carried at 
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their true investment cost, with proper amortization 
of premium, or accretion of discount on an annuity 
basis. 

The market prices of securities may rise and fall 
within the period of a week but such fluctuations need 
not be regarded in securities bought and owned out- 
right. Stocks bought upon margin are exposed to the 
hazards of market changes, and can be regarded only 
at their market value ; but there being no holdings on 
margins in the question propounded, there is no occa- 
sion to consider that character of property. 

In valuing real estate, it is a conservative policy to 
carry it at cost, unless it has permanently declined in 
value beyond any prospect of recovery, as is the case 
when drift of population and radical change in environ- 
ment alters the future prospects of a locality. When 
such is the case, the property must be depreciated, 
or written down to its appraised worth, regardless of 
what it may have cost. When property appreciates, 
however, such increase of value may be recognized 
or taken into account when it is the purpose to show 
the condition of the estate at its full value. 

This is specially true when by such means a deficit 
can be wiped off the books. When there is no special ob- 
jective to make such a maximum showing of prosperity 
such latent increases in the value of fixed properties 
are allowed to form a secret reserve until liquida- 
tion makes it necessary to consider them. If it is de- 
sired, however, to show the property on the balance 
sheet at its reasonable value, the proper accounting 
expedient would be to credit the increase in valuation 
to ' 'reserve for contingencies" as no profit can be 
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considered as earned unless the property was actually 
sold. 

It has been the practice of late years for insurance 
companies, and other large financial institutions, the 
greater part of whose capital is invested in stocks and 
bonds, to keep daily records of fluctuations in market 
values of all their securities, — maintaining an account 
to equalize the aggregate result of such rise and fall in 
the value of the securities held. This account operates 
as a changing qualification of surplus, and the securi- 
ties are accordingly carried on the balance sheets of 
such companies at market value. 

This expedient is appropriate, however, only to 
financial institutions of great magnitude, whose daily 
status must always be determinable with great preci- 
sion, and in view of every market hazard. Their ex- 
tensive operations demand it. No such requirements 
attach to the affairs of a manufacturing company, or 
industrial enterprise, not subject to the vicissitudes of 
the money market or banking conditions from day to 
day. 
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QUESTION 9 

State fully reasons for or against the use of cash 
receipts and payments on account of trading, as a 
basis for imposition of a tax on corporate incomes. 



ANSWER AND ARGUMENT 

This question asks for an opinion concerning the 
facts to be selected as the basis for imposing a tax upon 
income. 

It is in a sense a misleading question, as it assumes 
that an income is to be measured by the excess of 
cash receipts over cash payments and requires the can- 
didate to argue the correctness or incorrectness of such 
assumption on this basis alone, when the two features 
mentioned scarcely constitute a sufficiently funda- 
mental basis for such discussion. 

If a tax is to be levied against the income of a wage 
earner, his wages would constitute his income; and 
since his wages would be paid to him in cash, his cash 
receipts would measure his income even though he 
paid them all for living expenses, and fell into debt 
besides. 

If a standard of living was recognized, however, and 
only the excess of income over that standard was tax- 
able, then such standard would constitute the maxi- 
mum of expenditure, deductible from the receipts be- 
fore the taxable amount could be determined. The 
present income tax, as collected from employees re- 
ceiving a salary over a stipulated maximum allowance, 
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is predicated upon receipts, less the sum of expenses 
warranted by law to constitute an exemption. 

In the case of income derived from business enter- 
prises, the cash receipts and payments have no bearing 
whatever on the income, and are merely a matter of 
realizing assets on the one hand, or liquidating liabili- 
ties on the other. 

The true basis for detennining the taxable amount 
is, therefore, "business profit,' 9 as shown in the profit 
and loss account, and with sufficient evidence that the 
depreciations have not been overstated, nor that the 
reserve for bad debts does exceed the actual losses 
written off, or rather that the actual losses sustained in 
this direction are recognized, instead of reflecting a 
corresponding reserve. 

The proper manner of preparing the returns is, 
first, to state the gross profits, and from which are to 
be deducted specifically such expenses, interest, and 
losses as is provided under the tax law; together with 
certain adjustments in connection with dividends from 
other companies already taxed, and such other items as 
operate to occasion a double tax if the same were not 
adjusted to observe the contrary. 

The rules governing the Federal Income Tax Law 
have undergone numerous changes and qualifications, 
growing out of its administration; but the basic prin- 
ciple, — that it is a tax on income per se, and not on 
receipts and payments, except where the former and 
the latter are identical, — has obtained from the outset. 

The importance of considering both of the distinc- 
tive types characterizing the income of the individual 
wage earner, and the income of a corporate enterprise, 
to properly illustrate the point raised, has prompted 
mentioning both kinds, although the question is limited 
to the consideration of corporate incomes only. 
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QUESTION 10 

Submit rulings of transfer journal suitable to re- 
cord heavy transfers of a listed stock and all neces- 
sary transfer records to be used therewith. Ex- 
plain fully the use of each record and its relation 
to the others. 



ANSWER AND ARGUMENT 

A "listed stock" is one that is bought and sold on 
the stock exchange, and is given a code designation un- 
der which the sales are reported and it appears on 
the daily sheets of the exchange clearing house. 

Unlisted stocks are dealt with among brokers, 
forming what is known as a "curb exchange," and 
having no formal organization, and subject to only 
such rules as the individual brokers recognize as con- 
forming to the ethics of trade and the establishment of 
personal reputation. The technique of their procedure 
is purely a matter of mutual understanding and usage. 

Stock is dealt in on the exchange in certificates of 
a hundred shares each, called "blocks of stock." Lots 
of less than a hundred shares are called "odd or 
fractional lots"; and, while sold also on the exchange, 
an additional commission is sometimes exacted to pay 
for the turnover. The orders for such fractional lots 
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are, moreover, executed only by brokers making a 
specialty of such trade. 

Stock may be sold at private sale without the of- 
fices of a broker ; but, ordinarily, buyer and seller may 
negotiate only through exchanges located in the prin- 
cipal financial centers of the world. 

Large brokerage houses have, in addition to their 
offices in the immediate proximity of the exchange in 
large commercial centers, other offices in other cities 
which are connected by direct private wire, and through 
which orders are executed for customers, who are 
thereby spared the inconvenience of personally visit- 
ing the financial hub. 

The title of all stock, irrespective of how, or by 
whom, purchased, except when on margin, must be 
transferred from the names of the sellers to those of 
the buyers before the buyers can either vote at stock- 
holders 9 meetings, or receive dividends when declared 
on such stock. 

For this reason the company whose stock is listed 
and is actively traded in on the exchange, maintains 
transfer offices in each financial center wherein the 
stock is bought and sold. The transfer agents are 
usually trust companies to whom stock standing in the 
name of the seller is surrendered by the buyer, and to 
whom the said transfer agent issues new certificates 
in his own name. 

The certificates issued may be for the same number 
of shares as the old certificate surrendered, or sev- 
eral certificates in the names of different parties may 
be issued in place of the one surrendered; but the 
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aggregate number of the shares of the new certificate 
issued must equal the number of shares of the old cer- 
tificate surrendered. 

When a certificate is surrendered, it must bear the 
signature of the holder of record appearing on its face ; 
or, if deceased, that of his duly accredited executor or 
heirs; and there must be a memorandum stating in 
whose names, and for how many shares each, new cer- 
tificates are desired. 

A receipt is given to the bearer, and the certificates 
when ready may be called for, and received on pres- 
entation of the receipt, or the same may be mailed to 
the new stockholders at stated addresses, according to 
the instructions on the memorandum accompanying 
the surrendered certificate. 

The signature to the authorization of transfer ap- 
pearing on the back of the certificate is compared with 
the signature on a receipt given at the time the cer- 
tificate was issued; and, if in order, the requested 
certificates are drawn, signed, sealed and delivered, 
according to the written request of the transferee. 

These are the facts that must be recorded in the 
transfer journal from which postings may be made to 
the stock ledgers, and from which the official lists of 
stockholders entitled to vote at future meetings, and 
to whom dividends are to be paid, may in turn be pre- 
pared. 

The stock journal may be either a series of forms, 
one or more to the page, in which the entry may be 
set down in the same form as in a lease, or any other 
underlying document to a transaction; or otherwise, 
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the journal may be in the form of a book, ruled in 
columns to receive the data contained in the receipt 
for transfer as each certificate is surrendered. Each 
entry will consume as many lines as the number of 
certificates to be issued. 

The columnar arrangement of the book would be 
substantially as follows, viz : — 

TRANSFERROR 

Date, — Number of the Certificate, — 
Number of Shares, — Par Value, — 
Name of Transferror. 

TRANSFEREE 

Name of Transferee,— Legal Address, — 
Certificate Numbers, — Number of Shares, — 
Par Value. 

TRANSFER STAMP TAX 
Denomination ol 
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QUESTION u 

Define (a) Revenue Balance Sheet, (b) Work in 
Process, (c) By-product, (d) Deficiency Account 
in Insolvency, (e) Final Accounting. 



ANSWER AND ARGUMENT 

This question is a group of five queries, bearing no 
other inter-se relationships than that they call for 
the definition of various accounting terms and expedi- 
ents. They will accordingly be considered in the 
sequence of their distinguishing letters. 

(a) The term "Bevenue Balance Sheet" must ap- 
parently be classed as a misnomer ; for the reason that 
a balance sheet does not in any way deal with revenue. 
A balance sheet may be a statement of condition at the 
inception of the business before any revenue has re- 
sulted from operations, or it may be a statement at 
the close of a fiscal period during which very extensive 
and profitable operations have been carried on. In 
either instance, however, it is merely a statement of 
condition at the beginning or end of a day specified, 
and is static rather than dynamic It relates only to 
a moment, not to a period, and deals only with real, 
and not nominal accounts. At the inception of a busi- 
ness, it would stand alone unaccompanied by any col- 
lateral exhibit, except such supporting schedules of 
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detail as the necessary amplification of each item might 
require. 

At the close of a fiscal period, however, it would 
be accompanied by a revenue statement, commonly 
known as profit and loss account, composed entirely of 
nominal accounts, and showing the analysis of opera- 
tions during the fiscal period elapsed. This revenue 
statement would be co-related with the balance sheet 
through the resultant surplus appearing on both ex- 
hibits. The surplus as at a given moment, verified by 
the amounts of the opposing assets and liabilities, would 
be shown on the balance sheet; the revenue statement 
would show such surplus as the result of operations 
taking place between the first and last date of the fiscal 
period. 

(b) The term "Work in Process" is generally 
synonymous with the term "partly finished goods"; 
and is employed chiefly in manufacturing concerns to 
distinguish that part of the stock which, having under- 
gone certain processes of manufacture, ceases to be 
raw material, and yet has not reached the stage of 
completed and salable wares. This term must not be 
confused with a term similar in sound, and called 
"work in progress." The latter is employed chiefly 
in connection with the accounts of states and munici- 
palities, and relates to public buildings and structures 
in course of erection or construction. 

(c) The term "By-product" had its origin in the 
early days of the manufacturing era, when it was dis- 
covered that the waste material, usually thrown away 
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after extracting from it that which was the primary 
object of the operation, was capable of yielding other 
products equal — if not greater — in value than the pri- 
mary production. The production of paraffine and 
petroleum jelly from oil refineries, and of aniline and 
dyes from coal tar distilleries, are perhaps the most 
notable examples; while also the shavings and saw- 
dust of a woodworking mill, now so extensively used 
as packing material and so well recognized as commer- 
cially valuable articles of traffic, were heretofore merely 
waste to be taken out of the way at a cost. These and 
countless other instances would serve as good illustra- 
tions of the meaning of the term "by-product." 

Since waste has almost entirely disappeared from 
all industries, and all residuum ultimately becomes 
either fuel, fertilizer, or a component element of a 
composite building material, if not especially valuable 
for some other purpose, the term "by-product" is going 
out of use in all standard classifications of materials; 
for human ingenuity and chemistry have at last raised 
everything to the dignity of a product, regardless of 
its derivation. 

(d) The term "Deficiency Account" denotes an ac- 
count supporting the last item, — " deficiency" appear- 
ing in a statement of affairs of an insolvent estate. It 
is a statement required under the English bankruptcy 
law; and, although not being statutory in the United 
States, is frequently prepared by accountants conver- 
sant with the method of its presentation because of its 
clarity. 
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It is highly regarded as an accounting expedient, 
because it traces the causes contributing to the defi- 
ciency in such a manner as to analyze the same accord- 
ing to those consequent upon unprofitable trading, 
shrinkages in value, and extravagant withdrawals for 
personal use, if any, of the insolvent debtor. It deals 
with the operations during a period of time, while the 
statement of affairs to which it relates displays the 
condition as at the end of a day specified. The state- 
ment of affairs and Deficiency Account are therefore 
analogous to a balance sheet and profit and loss account. 

(e) The term "Final Accounting" is applied to the 
account required by and rendered to a Court of Law by 
the executor or administrator of an estate, a guardian, 
or a trustee, at the conclusion of their several under- 
takings. 

Interim accountings are frequently made at inter- 
vals, but the final accounting marks the winding up of 
the trust, and the discharge of the trustee, be he execu- 
tor, guardian, receiver, or trustee, under any other 
form of responsibility, accountable to a Court of Law. 
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QUESTION 12 

Show the method and the advantages in cost ac- 
counting of the process of articulating the gen- 
eral ledger, factory ledger, and stores ledger by 
summary accounts. 



ANSWER AND ARGUMENT 

The general ledger, known as the financial ledger 
when distinguished from the cost ledger, must always 
contain the accounts necessary to frame a balance sheet 
and revenue account; and the presence or absence of 
cost accounts and a ledger specifically corresponding 
thereto, affects the general ledger only to the extent 
that the latter may be more carefully planned with 
reference to the analysis of the nominal accounts to 
meet the requirements of cost calculations where the 
same are involved. 

In order that a true equation may be established 
in the general ledger, or, in other words, that the same 
may be said to balance, it must contain the correct 
inventory values at the date of each fiscal closing ; and, 
as these values are derived from the cost ledger, where- 
in they form the balances of controlling accounts they 
constitute the co-ordinating elements which articulate 
the "financial" with the "cost " ledger. These accounts 
in the cost ledger in turn control the inventory or 
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stores ledgers, as well as the stock records of finished 
goods and goods in process. 

The stores ledgers, dealing with the raw material, 
are charged on the one hand from the invoices of pur- 
chases, or other documents of acquisition, and credited 
with the requisitions for consumption, or such aggre- 
gates of the value of material used as may be deduced 
by processes peculiarly adapted to the nature of the 
business. 

The purchases are agreed with aggregate value 
advices, transmitted by the "financial" accounting of- 
fice to the "cost" accounting office, in return for the 
advices of inventory values transmitted by the "cost" 
department to the "financial" accounting department. 
In this way each supplies the other with data necessary 
for their respective functions; and, while the finan- 
cial, costing, and stores ledgers operate independently, 
they maintain and preserve an inter-relationship which 
unites them all under the crucial test of one governing 
equation maintained in the financial ledger. 

Through the medium of advices, the cost depart- 
ment is furnished with the results of the nominal ac- 
counts which are conducted in the financial ledger in 
such sequence as to form groups, separately relating 
to on-cost, and the two main divisions of over-head 
charges— designated as (1) selling and distribution ex- 
pense, and (2) administrative and management ex- 
pense ; and is thus enabled to apply the on-cost, by add- 
ing it to the prime cost of all "out-put," and to apply 
the over-head expenses to cost of production by adding 
them to the "out-go." 
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The custom in this case is to operate cost accounts 
for both on-cost and over-head charges, and to liqui- 
date these accounts by the charges to out-put and out- 
go in standard percentages, predicated upon the opera- 
tions of a previous period, and which are currently 
watched and adjusted in the light of the information 
afforded by the monthly summary liquidations of the 
on-cost and over-head charges. 

The first of these latter accounts will carry a bal- 
ance proportionate to the work in process, and will 
appear among the inventories in the financial ledger, 
and on the balance sheet under the title, — "unapplied 
indirect manufacturing expense." This inventory 
plus the inventory of work in process at prime cost, 
will equal the value of the partly finished goods at cost 
of production. 
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question is 

State the powers of the Public Service Com- 
missions in respect to the accounts of common 
carriers. What supervision is exercised over 
additional issues of notes, bonds and stocks t 



ANSWER AND ARGUMENT 

The answer to this question is contained for the 
most part in the Public Service Commissions Law. A 
copy of this law may be obtained by addressing the 
Public Service Commission for the Second District, 
Albany, New York. 

The commission which consists of five commission- 
ers appointed by the Governor, with the advice and ap- 
proval of the Senate, exercises jurisdiction over all 
common carriers doing an interstate business, — in- 
cluding steam railroads, rapid transit railroads, street 
and electric railroads, baggage and transfer companies, 
and express companies, etc 

Such corporations are required under the law to 
file annual reports, according to the uniform system of 
accounts prescribed by the commission. Copies of the 
book describing this system are at this writing un- 
obtainable because of their being out of print; but 
the writer is informed that the system prescribed by 
the Interstate Commerce Commission for similar 
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corporations doing an interstate business will be fol- 
lowed as far as possible. 

.Common carriers are required by the commission to 
file quarterly reports in addition to the annual re- 
ports. All corporations under the jurisdiction of the 
commission are required to obtain the latter 9 s approval 
for the issue of stocks and bonds. This will at least in 
a measure act as a check upon the issue of unsound se- 
curities, insomuch as the uniform system of accounts 
requires the companies to show their depreciation re- 
serve; while, formerly, it was the custom of some com- 
panies to ignore depreciation altogether, and to treat 
replacements of worn out parts of their equipment as 
additional capital investments. 

The commission does not fix the depreciation allow- 
ance, however, except in rate cases where an allowance 
for depreciation is made as a charge against operating 
revenues in order to determine what would constitute 
a reasonable rate. 
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question u 

Outline accounting procedure necessary to prepare 
schedules in bankruptcy under the United States 
Bankruptcy Act. State schedules in their order 
cmd give substantially what each should contain. 



ANSWER AND ARGUMENT 

A moral obligation devolves on every merchant or 
partnership engaged in business involving credit to 
keep accounts with a degree of accuracy and intelli- 
gence which will give such warning in advance of in- 
solvency as to enable the discontinuance of an un- 
profitable business before subjecting the creditors to 
either loss or prohibitive hazard. This moral obliga- 
tion on the part of the single proprietor or partner- 
ship becomes a legal one when applied to a corporation. 

When losses come with such suddenness, however, 
as to involve a merchant or partnership in insolvent 
before such individuals can escape the embarrassment, 
whether it be the consequence of inadequate account- 
ing, disloyalty of trusted employees, or an unwise ven- 
ture per se, it is the duty of the insolvent debtor or 
debtors, immediately upon discovering his or their in- 
solvency, to take such steps as the law provides to 
secure their creditors from any greater loss than is 
inevitable. 
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The measure which the law provides is either to 
make a general assignment for the benefit of creditors, 
or to invoke the assistance of the bankruptcy act; and 
in either case to make an orderly surrender of all 
values remaining in the debtor's hands, whether in the 
form of property or personal debts. 

In such an event it becomes necessary to conform to 
certain accounting requisites which primarily require 
a careful and honest inspection of all accounts, memo- 
randa, and other data, as well as the examination of 
witnesses to the end of preparing schedules in bank- 
ruptcy which the act requires shall be as prescribed by 
the Supreme Court of the United States. 

The general orders and official forms in bankruptcy, 
adopted by the Supreme Court of the United States, 
are published by Matthew Bender & Co., Inc., 26 John 
St., New York. 

The schedules for which the question calls are des- 
ignated as Schedules A and B. 

Schedule A is a statement of all debts of the bank- 
rupt, and is subdivided into five sections as follows : 

Schedule A (I) — Statement of all creditors who are to be paid in 
full, or to whom priority is secured by law, 
viz: 

(1) Taxes and debts due and owing to the United States, 

(2) Taxes due and owing to the State of , or to any 

county, district or municipality thereof, 

(3) Wages due workmen, clerks, or servants, to an amount 

not exceeding $ 300.00 each, earned within three 
months before filing the petition, 

(4) Other debts having priority by law, 
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Schedule A (II) — Creditors holding securities* 

Schedule A (III) — Creditors whose claims are unsecured, 

Schedule A (IV) — Liabilities on notes or bills discounted which 
ought to be paid by the drawers, makers, ac- 
ceptors or indorsers, 

Schedule A (V) — Accommodation paper. 



Schedule B is a statement of all property of the 
bankrupt, and is divided into six sections, viz: 

Schedule B (I)— Real Estate, 

Schedule B (II) — Personal property, consisting of: 
a— Cash on hand, 

b — Bills of exchange, promissory notes, or securities of any 
description, 

e — Stock in trade, in ... . business of .... at .... of the 
value of . 

d — Household goods and furniture, household stores, wearing 

apparel and ornaments of the person, 
e— Books, prints and pictures, 
f — Horses, cows, sheep and other animals, 
g — Carriages and other vehicles, 
h — Farming stock and implements of husbandry, 
i — Shipping and shares in vessels, 

k— Machinery, fixtures, apparatus, and tools used in business, 

with the place where each is situated, 
1— Patents, copyrights, and trade-marks, 
m— Goods or personal property of any other description, 

Schedule B (III) — Choses in action, including: 
a— Debts due petitioner on open account, 
b— Stocks in incorporated companies, interest in joint stock 

companies and negotiable bonds, 
e — Policies of insurance, 

d — Unliquidated claims of every nature, with their estimated 
value, 

e— Deposits of money in banking institutions and elsewhere, 
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Schedule B (IV) — Property in reversion, remainder, or expect- 
ancy, including: 

property held in trust for the debtor or subject to any 
power or right to dispose of or to change, comprehending: 

Interest in land, 

Personal property, 

Property in money, stock, shares, bonds, annuities, etc., 
Bights and powers, legacies and bequests. 
Property heretofore conveyed for benefit of creditors. 

Schedule B (V) — A particular statement of the property of 
Congress relating to bankruptcy, giving each item of 
property and its valuation; and, if any portion of it is 
real estate, its location, description and preserit use, 
itemized as: 

Military uniforms, arms, and equipments, 

Property claimed to be exempted by state laws, its valuation, 
whether real or personal, its description and present use ; 
and reference given to the statute of the State creating 
the exemption. 

Schedule B (VI) — Books, papers, deeds, and writings relating to 
bankrupt's business and estate. 



The procedure requires that all books, records and 
evidence pertinent to the schedules named shall be de- 
livered into the hands of the official liquidator or 
bankruptcy court. From such data the accountant 
may prepare the schedules required in the proceed- 
ings, observing all facts developed by inquiry and 
evidence available from every accessible source. 
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While the orders prescribe minutely the forms in 
which such schedules are to be prepared, and the names 
by which they are to be verified, or further evidence de- 
duced, serviceable illumination can frequently be 
thrown upon the situation by the preparation of a 
statement of affairs and deficiency account, as pro- 
vided by the English bankruptcy law, and having the 
same available for deliberation at creditors' meetings, 
or such other formal gatherings as may occur, either 
during the proceedings in bankruptcy or united action 
of the creditors in effecting a composition or the con- 
tinuation of the business under a temporary trustee- 
ship. 
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QUESTION 15 

Submit rulings and describe operation of essential 
general office books suitable for accounts of a 
small railroad with gross earnings of less than 
$ 500.000.00 a year. 



ANSWER AND ARGUMENT 

Since the Interstate Commerce Commission and the 
Public Service Commissions are endeavoring to make 
their rulings in reference to the accounts of common 
carriers as nearly alike as possible, it would not matter 
materially whether the small railroad referred to in 
the question was confining its operations within the 
limits of one state, or doing an interstate business. 

Like any other corporation organized for profit, a 
railroad company requires a general cash book, journal 
and ledger. The general accounts to be kept by a 
common carrier have been minutely classified by the 
Interstate Commerce Commission and the Public Ser- 
vice Commissions; and, because of the jurisdiction ex- 
ercised over them, a railroad would have no option but 
to keep the accounts prescribed for it. 

The principal subsidiary books required by a small 
railroad would be a register of operating revenues, and 
a voucher register. The former book would necessa- 
rily be provided with as many special columns as are 

81 



Digitized by Google 



Theory of Accounts Vol. 1^ The Quiz-Answebeb 

Answer and Argument — Question IS — (Cont'd) 

necessary to subdivide the receipts from operations in 
accordance with the list of operating revenue accounts 
prescribed in the commission's classification of operat- 
ing revenues. The voucher register would contain 
special money columns for the convenient insertion of 
items in accordance with the commission's classification 
of operating expense accounts. 

From these two books it should then be possible to 
post the principal items of operating revenues and ex- 
penses in monthly totals; while the minor and infre- 
quent amounts would be posted in detail from "sundry 
accounts" columns in the registers mentioned, and 
from the cash book and journal. 

While the several commissions empowered to pre- 
scribe uniform systems of accounts for common car- 
riers are making rulings as to the accounts to be kept, 
and the matters to be dealt with therein/ the commis- 
sions do not insist upon any special forms of books, so 
that these may, therefore, be adapted to the specific 
requirements of the carrier. 
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A CAREFUL AND PAINSTAKING ACCOUNTING 
ANALYSIS HAS BEEN BROUGHT TO BEAR UPON THE 
SOLUTION OF THESE PROBLEMS. ERRORS AND 
OMISSIONS AS TO FACTS, FIGURES OR PRINCIPLES, 
AS OBTAINS TO THE PROBLEM PER SE, OR TO STMT- 
LAR OCCURRENCES IN ACTUAL PRACTICE; AND 
POINTS OF ACQUIESCENCE OR DISSENSION AS TO 
PROCEDURE AND FINESSE OF ACCOUNTING EX- 
PRESSION, HAVE BEEN DISCUSSED WITH A VIEW 
OF GIVING AUTHORITATIVE OPINION AND CON- 
STRUCTIVE ADVICE. THE FRO-FORMA ACCOUNTING 
EXPOSITIONS EXPRESS A TECHNIQUE WHICH IS 
THE OUTCOME OF MORE THAN TWENTY-FIVE 
YEARS OF STUDY AND RESEARCH IN ACCOUNTING 
FIELD WORK. COLLECTIVELY, THE PROBLEMS 
COMPOSE AN ENCYCLOPEDIA OF ACCOUNTING 
PRACTICE AND PROCEDURE WORTHY OF STUDY 
AND EMULATION. 
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THE-MO-DEX 

| Editorialettes epitomizing and elucidating contents | 



PRACTICAL ACCOUNTING 

Q. 1 — This question deals with the amortization of a 
wasting asset, and requires the student to prepare a short 
annuity table. Such statistics are not difficult for the field 
practitioner where ready references are available ; at exami- 
nations the problem is less facile. The answer shows how 
such calculations may be made in an emergency, and gives 
pro-forma statements illustrating deductions, flit shows 
also how the annual installments to be paid into the sink- 
ing fund are arrived at and how presented to the board of 
directors, taking into consideration the earnings of the sink- 
ing fund, deposited in a bank, with interest. 

Q. 2 — This question has for its topic the principles and 
manner of presentation of a realization and liquidation ac- 
count; a subject with which the average bookkeeper and ac- 
counting student is little conversant, and one which should 
be thoroughly mastered in the training of an applicant for 
the CPA. Degree, or for general field practice. The an- 
swer-argument carefully analyzes all the patent facts pre- 
sented in the problem ; and shows an exposition of a com- 
plete series of journal entries, journalizing the inherent 
action outlined, and further, a complete skeleton ledger 
showing the status of the individual accounts, after posting 
the adjustments, It shows, finally, the construction of the 
realization and liquidation statement, and gives many inter- 
esting discussions concerning reserve for depreciation and 
reserves for contingencies in their relation to the dissolu- 
tion of a corporate existence. 

Q. 3 — In the solving of this problem the student pre- 
sents an excellent illustration of the application of the 
eighty-per-cent co-insurance clause, and the manner in 
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which estimates deduced through past experience may be 
made and utilized in arriving, upon conservative grounds, 
at the amount due from insurers on a fire loss, The an- 
swer is replete with information and interest, as many 
unique accounting demonstrations * are given, outstanding 
among which are comparative statements of profit and loss, 
and cost of goods sold; with many interesting discussions 
featuring deduced inventories, — finished goods, goods in 
process, etc. 

Q. 4 — This problem calls upon the student to demon- 
strate, from the facts given, how a consolidation of two com- 
peting companies may be brought about, in such a manner 
that all the advantages of consolidation may be secured; 
while, in their dealings with the public, the subsidiary com- 
panies do not lose their identities. flSuch commissions 
form a very interesting phase of field work, and the answer 
not only gives the technical presentation of the consolidated 
balance sheet, trading and profit and loss account and per- 
centage tables called for by the problems ; but includes com- 
plete pro-forma journal entries, journalizing the action of 
the problem, and a skeleton ledger, showing the status of 
the ledger accounts involved after the transactions have 
been brought into the accounts, Each and every feature 
of interest and moment in the problem is carefully analyzed 
and discussed. 

Q. 5 — This problem presents a trial balance from which 
the student is to prepare business and financial statements, 
after proper adjustments have been made. The matter 
falls well within the purview of the work of the field prao- 
titioner, and permits of a good example of accounting 
finesse, The answer takes up the interest points of the 
problem, step by step, showing what adjustments are in 
order and why they are necessary; and, besides giving the 
required pro-forma entries, a skeleton ledger has been in- 
cluded to show the status of the individual accounts after 
the adjustments have been recorded, The business and 
financial statements are also given the proper technical 
expression. 
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Q. 6 — This problem deals with the preparation of busi- 
ness and financial statements for a ooal mining company 
and exploits certain features of interest concerning the 
same. The answer-argument takes up, step by step, the ad- 
justments which are to be made and the reasons under- 
lying such adjustments, involving depreciations, deferred 
charges for unexpired insurance, bad debts, royalties, etc. 
fl The prof orma statements show how the income and profit 
and loss account is to be presented in three sections to show 
(a) cost of production, — (b) net proceeds from sales, — and 
(c) net earnings ; as well as the proper presentation of the 
balance sheet. 
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THESE LITTLE "THEMETTE8" HAVE SERVED 
THEIR PURPOSE IN DEPICTING TO THE STU- 
DENT THE MANY KINDRED SUBJECTS DI- 
LATED UPON, WHICH WERE NOT DIRECTLY 
TRACEABLE TO THE QUESTION BUT WERE AN 
OUTGROWTH OF THE BASIC THEME; AND, 
AFTER THE VARIOUS ANSWER- ARGUMENTS 
HAVE BEEN STUDIED, IT MAY BE ADVANTA- 
GEOUS FOR THE STUDENT TO GO BACK OVER 
THE THEMES AND INTERROGATIONS IN THE 
THE-MO-DEX AS A DRILL AND TEST OF HIS 
BETENTIVENESS. 
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Accounting 

PROBLEM 1 

The American Manufacturing Company, on Jan- 
uary 1, 1909, placed in service a piece of machinery 
which would depreciate, according to its chief engi- 
neer, at the rate of 15% per annum. The original 
cost of this machinery was $ 84.000.00 and the board of 
directors agree to set aside annually a sinking fund 
which, together with the interest thereon, will amount 
to the original cost at the end of the prospective life 
of the machinery. This sinking fund is to be deposited 
with a trust company on December 31st of each year 
and a corresponding amount at the end of the last 
partial year of the life of the machinery; interest is to 
be credited by the trust company at each of these dates 
at the rate of 4% per annum. Show how the amount of 
the annual sinking fund payment may be arrived at 
and prepare a detailed statement for the board of di- 
rectors, proving that the amount so obtained is correct. 
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SOLUTION AND ARGUMENT 
PROBLEM 1 

DEPRECIATION of 15% per annum will extin- 
guish the full value at the end of six and two- 
third years, as follows : 

-^- = 6.666 + 

It therefore becomes necessary to see what an an- 
nuity of one dollar per annum, yielding an income of 
4% as stated in the question, will amount to at the end 
of six and two-third years. 

Not haying an annuity table at hand, it becomes 
necessary to make the calculations which, being short, 
is readily done, showing the result carried to six deci- 
mal places, to be $ 7.476521— as follows: 

1. $ 1.00 (if 12 months @ 4% 

2. 1.04 or 8 " " 22/3%) 

$ 2.04 

3. 1.0816 



* 3.1216 
4. 1.124864 



$ 4.246464 
5. 1.169858 



* 5.416322 
6. 1.216653 



$ 6.632975 

2 2/3% .176879 Interest 

2/3 of $ 1.00 ... .666667 Installment 

Total.... $ 7.476521 
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Dividing the value stated in the question in the sum 
of $ 84.000.00 by the above result, it produces the sum 
of,— $ 11.235.17, as the amount of the annual install* 
ment to be paid into the trust company at the close of 
each of the six succeeding years and the two-thirds of 
a year's installment, i.e., $ 7.490.12, constitutes the 
amount of the final allotment to be paid into the sink- 
ing fund for the depreciation of the $ 84.000.00 at the 
end of six and two-third years. 

An exposition of the figures is given hereunder: 



1st Installment $ 11.235.17 

Interest 1 year @ 4% 449.41 

2nd Installment 11.235.17 

Balance end of 2nd yr. $ 22.919.75 

Interest 1 year @ 4% , 916.79 

3rd Installment 11.235.17 

Balance end of 3rd yr. $ 35.071.71 

Interest 1 year @ 4% 1.402.87 

4th Installment 11.285.17 

Balance end of 4th yr. $ 47.709.75 

Interest 1 year @ 4% 1.908.39 

5th Installment 11.235J.7 

Balance end of 5th yr. $ 60.853.31 

Interest 1 year @ 4% 2.484.18 

6th Installment 11.235.17 

Balance end of 6th yr. $ 74.522.61 

Interest 2/8 yr. @ 4% = 2 2/3% 1.987.27 

Final Installment 7.490.12 

TOTAL SINKING FUND $ 84.000.00 
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The annuity calculation, and the division of the 
machinery valuation thereby, producing the sum of 
$ 11.239.17, shows how the amount of the annual sink- 
ing fund payment may be arrived at; and the last 
statement, which is a transcript of the trust company's 
pass book, provides the detailed statement for the board 
of directors, proving that the amount so obtained is 
correct. The foregoing two clauses in italics constitute 
the requirements of the question. 

The question is worked out here in the sequence in 
which the argument naturally develops'. It is neces- 
sary to determine first the period of time during which 
the sinking fund is to mature; next — to determine the 
rate of interest it is to earn ; next following to ascertain 
the accumulation of an annual annuity of one dollar at 
said rate ; and finally, to deduce the annual installment 
by dividing the value to be amortized by such annuity 
accumulation of one dollar. 

The supplementary period, or last partial year, 
necessarily requires a corresponding proportion of the 
full yearly installment, which in this instance amounts 
to two-thirds thereof, and also interest for a corre- 
sponding period, which in this instance amounts to two 
and two-thirds per cent, — equal to 4% p.a. for two- 
thirds of a year. The figures being thus established it 
becomes a matter of routine merely to write up the 
Trust Company account for the six and two-third 
years. 
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Commencing with the first installment, interest 
thereon for one year, plus the succeeding installment, 
gives the pass book balance at the close of the second 
year, after acquiring the machinery, which is the close 
of the first year of the sinking fund after payment of 
the second installment. 

Ordinarily, the interest would not be written up 
until after the deposit of the installment immediately 
following it; but it has been placed first in order to 
bring it immediately after the sum on which it is cal- 
culated, and which theoretically is its correct chrono- 
logical position. 
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PROBLEM 2 

The Sinclair Trading Company has been granted 
permission to dissolve its corporate existence. You 
are consulted about the procedure of closing its books 
and are given the following information: 

An abstract of the ledger, on July 15, 1910, discloses : 
land and building $ 30.000.00; plant and machinery 
$ 50.000.00; merchandise inventory $ 22.500.00; notes 
receivable $ 10.500.00; accounts receivable $ l6.800.00; 
contingent fund $ 15.200.00; mortgage bonds (on ma- 
chinery and plant) $ 25.000.00 ; accrued interest on the 
mortgage $ 52.00; notes payable $ 27.000.00; accounts 
payable $ 28.000.00; capital stock (authorized, issued 
and outstanding) $ 50.000.00; reserve for depreciation 
of plant and machinery $ 9.500.00 ; reserve for depre- 
ciation of buildings $ 1.950.00; reserve for contin- 
gencies $ 15.200.00; surplus $ 798.00. 

There is a balance in the bank of $ 12.500.00. 

A report rendered by the secretary of the company 
shows the result of the realization as follows : 

The mortgagees bought the plant and machinery 
for $ 35.000.00, paying cash for the difference between 
the amount of the mortgage and the accrued interest, 
and the purchase price. The land and building were 
sold for $33,000.00. The inventory of merchandise was 
disposed of for $ 20.000.00. The notes receivable were 
paid; the accounts receivable realized $ 15.150.00 and 
the securities of the contingent fund realized $ 14.- 
700.00. 

All notes payable and accounts payable were paid 
and the expense of realization and liquidation 
amounted to $ 3.200.00. 

Prepare (a) all closing entries for the dissolution 
of the company, (b) a statement of realization and 
liquidation showing the amounts distributed to the 
stockholders. 
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Practical Accounting 

SOLUTION AND ARGUMENT 

PROBLEM 2 

Before proceeding with the solution of this prob- 
lem, it may be well to explain briefly the use and pur- 
pose of the realization and liquidation account. 

In dissolving a company it is not desirable to state 
by means of a profit and loss account, the losses or 
profits consequent upon the dissolution; for the reason 
that it is the particular function of a profit and loss 
account to set forth a summarization of the nominal 
accounts that have been quick in the fiscal period em- 
braced by the same, and to specifically reflect the re- 
sults of the operations of a going concern. 

The sales of the assets of a business, and the re- 
sulting profits or losses in consequence thereof, do not 
therefore properly constitute the subject of a profit 
and loss statement, but rather of a statement of reali- 
zation and liquidation. 

Furthermore, the winding up of the affairs may 
require months, or even years; and, in the meanwhile, 
the directors are not managers of a going concern, but 
stand in a position of trustees for the stockholders, 
having the custody of their property, and being ac- 
countable as such. 

The account established for this purpose, and called 
the realization and liquidation account, is sometimes 
kept on the same structural lines as a profit and loss 
account; but, more often, the balances standing open 
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on all the real accounts are transferred at once under 
the collective headings of assets to be realized; and 
liabilities to be liquidated, at the date of dissolution. 
The latter method is preferable and is followed in this 
instance. 

Thereafter, the realization and liquidation account 
is debited with the liabilities as liquidated, and with 
the expenses of liquidation, and credited with the 
assets realized. The balance represents the loss on 
liquidation, since there is seldom an element of profit. 

The first step towards the solution of the problem 
is to arrange the accounts given into the form of a 
trial balance, by separating debit and credit balances. 
Exhibit A shows that this will produce a true trial 
balance. The balances shown are then made the sub- 
ject of the first journal entry, as stated under Exhibit 
B, whereby the trial balance items are transferred to 
a skeleton ledger, — Exhibit C, — preparatory to the 
framing and posting of further journal entries called 
for by the problem. 

The reserves for depreciation form the subject of 
the next journal entry. Since the report of the secre- 
tary shows that the plant assets have already been dis- 
posed of, there can be no further loss from deprecia- 
tion which this company may be called upon to make 
good. It will, therefore, be in order to apply the de- 
preciation reserves to the reduction of the book values 
of the corresponding assets to which they pertain. 

The reserve for contingencies belongs to a class 
characteristically different from the depreciation 
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reserves. Such reserve is set aside out of surplus to 
meet any unforeseen losses that might quite naturally 
arise in the conduct of a business of considerable pro- 
portion. Gash installments, equal to the amounts thus 
periodically transferred from surplus, were paid into 
an installment fund to be invested by the trustees there- 
of in securities of a sufficiently restricted and conserv- 
ative character that they could be assured through the 
sale of the same of almost immediate realization with- 
out great loss through price fluctuations, should such 
turnover prove necessary in an emergency. 

These securities having now been realized upon, the 
corresponding reserve account would no longer serve 
any purpose; and it can, therefore, be closed out into 
"surplus account," out of which it was originally set 
aside. 

Since all the assets have been realized upon, and 
all liabilities liquidated, the necessary journal entries 
to cover these transactions can now be made as further 
shown under Exhibit B. 

The expenses of liquidation form a supplementary 
charge to the realization and liquidation account, in- 
creasing the realization loss, and diminishing cash, 
correspondingly. 

This leaves only the accounts of the proprietors, i.e., 
the stockholders of the Sinclair Trading Co., to be 
settled. A stockholder's account is therefore opened, 
and charged with the balance of the realization and 
liquidation account, as brought down from the latter 
account and which is thereby closed. 
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The stockholders were notified to surrender their 
certificates of stock for cancellation, and received 
therefor such amount in cash to which their holdings 
entitle them in the net cash balance remaining available 
for the payment of a final dividend upon dissolution of 
the company. The stockholder's account is therefore 
credited with the amount of stock originally issued, 
as well as the surplus balance which also belongs to the 
stockholders. 

The cash balance of $ 57.598.00 is then applied to 
the payment of a final dividend of 115.196% of the par 
value of stock surrendered, which is charged to the 
stockholders, thereby closing all the accounts and thus 
completing the dissolution. 



98 

Digitized by Google 



The Qtjiz-Akswebbb Vol. II Practical Accounting 



Solution and Argument— Problem 2 — (Cont'd) 

EXHIBIT A 

TRIAL BALANCE— as at July 15th, 1910 
The Sinclair Trading Company 



Land & Building 80.000.00 

Plant k Machinery 50.000.00 

Merchandise Inventory 22.500.00 

Notes Beoeivablb 10.500.00 

Accounts Eeceivable 16.800.00 

Contingent Fund 15.200.00 

Mortgage Bonds (on Maeh. k Plant) 25.000.00 

Accrued Interest on Mortgage • • • • 52.00 

Notes Payable « 27.000.00 

Accounts Payable 28.000.00 

Capital Stock 50.000.00 

Beserye for Depreciation or Plant k Machinery 0.500.00 

Beseryb for Depreciation or Buildings 1.950.00 

Beserye for Contingencies 15.200.00 

Surplus , 798.00 

Cash 12£00.00 



$ 157.500.00 $ 157.500.00 



EXHIBIT B 

JOURNAL ENTRIES 

as at July 15th, 1910 

Sundry Debits 157.500.00 

To Sundry Credits 157.500.00 

For transfer of trial balance items as shown 
by Exhibit A under date of July 15th, 1910, to 
a skeleton ledger to be opened for that purpose, 
and using said trial balance as a posting 
medium therefor. 
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JOURNAL ENTRIES— (Cont'd) 



as at July 15th, 1910 

RESERVE FOB DEPRECIATION OF PLANT k MACHINIST 9.500.00 

To Plant k Machinery 9.500.00 

and 

Rises yi fob Depreciation of Buildings L950.00 

To Land k Buildings 1.950.00 

For application of reserves for depreciation 
to the reduction of the asset value for the ulti- 
mate replacement of which they were created. 



Realization k Liquidation Account 1S8.550.00 

For assets to be realized as follows: 

To Land k Building 2S.050.00 

' ' Plant k Machinery 40.500.00 

" Merchandise — Inventory . „ 22.500.00 

" Notes Receivable 10.500.00 

" Accounts Receivable 1&800.00 

" Contingent Fund 15.200.00 

For transfer of balances of latter accounts, 
representing assets to be realised, to former 
account. 



Sundries To Realization & Liquidation 

Account 80.052.00 

Mortgage Bonds 25.000.00 

Accrued Interest on Mortgage 52.00 

Notes Payable 27.000.00 

Accounts Payable 28.000.00 

For transfer of balances of latter accounts, 
representing liabilities to be liquidated to 
former account. 
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EXHIBIT B 

JOURNAL ENTRIES — (Cont'd) 
as at July 15th, 1910 

RESERVE FOE CONTINGENCIES 15.200.00 

To Surplus 15.200.00 

For transfer of balance from former to latter 
account out of which it was originally set aside 
to meet contingent losses. 



Realisation & Liquidation Account 25.052.00 

Liabilities liquidated, as under: 

Mortgage Bonds $ 25.000.00 

Accrued Interest 52.00 

To Realization k Liquidation Aoct. 25.052.00 
Assets Realised, as under: 

Plant & Machinery $ 25.052.00 

For application of above indebtedness upon 
sale of the plant and machinery to the mort- 
gagees as a partial payment thereof. 



Gash 9.948.00 

To Realization & Liquidation Acer. 9.948.00 
Assets Realised, as under: 

Plant A Machinery $ 9.948.00 

For cash received from mortgagees upon sale 
of plant and machinery to them for $ 35.000.00 
after deducting the indebtedness thereon as re- 
cited in the preceding entry. 
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EXHIBIT B 

JOURNAL ENTEIES— (Cont'd) 

as at July 15th, 1910 

Gash 03.850.00 

To Realization ft Liquidation Aoot. 93.350.00 
Assets Realised, as under: 

Land ft Building* $ 33.000.00 

Merchandise— Inventory 20.000.00 

Notes Receivable 10.500.00 

Accounts Receivable 15.150.00 

Contingent Fund 14.700.00 



For amounts realised on above enumerated 
assets. 



Realisation ft Liquidation Account 55.000.00 

Liabilities Liquidated, as under: 

Notes Payable * 27.000.00 

Accounts Payable 28.000.00 

To Gash 55.000.00 

For disbursements made to liquidate the re- 
maining liabilities. 



Realisation ft Liquidation Account 

Supplementary Charges, as under: 

Exp. of Real ft Liquid $ 3.200.00 

To Cash 

For expenses of realisation and liquidation, 
incurred and paid. 



Stockholders' Account 8.400.00 

To Realization ft Liquidation Aoot. 8.400.00 

For transfer of balance of latter account, rep- 
resenting net loss of realisation, to former ac- 
count, preparatory to the determination of the 
final dividend payable to stockholders on dis- 
solution of the company. 
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EXHIBIT B 

JOURNAL ENTRIES — (Cont'd) 



as at July 15th, 1910 

8UBPLU8 15.998.00 

To Stockholders' Account 15.998.00 

For transfer of balance of former, to latter 
account, to determine final dividend payable to 
stockholders. 



Capital Stock 50.000.00 

To Stockholders' Account 50.000.00 

For certificates of capital stock of this com* 
pany, surrendered by the stockholders for the 
purpose of dissolution. 



Stockholders' Account 57.598.00 

To Cash 57.598.00 

For distribution of cash balance among stock* 
holders, pro-rata to their holdings, for final 
dividend on dissolution of the company. 
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exhibit o 

SKELETON LEDGER 
LAND A BUILDINGS 

1910 1910 
July 15 To Balance. . . $ 80.000.00 July 15 By Rbseeye rat 

Depeeo'n $ 1.950.00 
" Realiz'n & 

Liquid. Aoot. 28.060.00 



$ 30.000.00 $ 80.000.00 



PLANT ft MACHINERY 

1910 1910 
July 15 To Balance ... $ 50.000.00 July 15 By Rsseeye rat 

Depeeo'n $ 9.500.00 
" Reaus'n & 

Liquid. Aoot. 40.500.00 



$ 50.000.00 $ 50.000.00 



MERCHANDISE INVENTORY 

1910 1910 
July 15 To Balance ... $ 22.500.00 July 15 By Realis'n 6 

* iquid. Acct. $ 22.500.00 



$ 22.500.00 $ 22.500.00 



NOTES RECEIVABLE 

1910 1910 
July 15 To Balance . . . f 10.500.00 Juty 15 By Realis'n A 

Liquid. Aoot. $ 10.500.00 



ACCOUNTS RECEIVABLE 

1910 1910 
July 15 To Balance ... $ 16.800.00 July 15 By Realis'n A 

Liquid. Aoot. $ 16.800.00 



CONTINGENT FUND 

1910 1910 
July 15 To Balance ... $ 15.200.00 July 15 By Realis'n A 

Liquid. Aoot. $ 15.200.00 
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EXHIBIT C 

SKELETON LEDGER— (Cont'd) 
MORTGAGE BONDS (on Machinery ft Plant) 

1910 1910 
July 15 ToRxaliz'k ft July 15 By Balance .. $ 25.000.00 

Liquid. Aoct. $ 25.000.00 



ACCRUED INTEREST ON MORTGAGE 

1910 1910 
July 15 ToRealiz'n ft July 15 By Balance .. £ 52.00 

Liquid. Acot. $ 52.00 



NOTES PAYABLE 

1910 1910 
July 15 To Realign ft July 15 By Balance .. $ 27.000.00 

Liquid. Acct. $ 27.000.00 



ACCOUNTS PAYABLE 

1910 1910 

July 15 To Realiz'n ft July 15 By Balance .. $ 28.000.00 
Liquid. Acct. $ 28.000.00 



CAPITAL STOCK 

1910 1910 

July 15 To July 15 By Balance .. $ 50.000.00 
Stockholders $ 50.000.00 



RESERVE FOR DEPRECIATION OP PLANT ft MACHINERY 
1910 1910 

July 15 To Plant ft July 15 By Balance . . $ 9.500.00 

Mach. $ 9.500.00 
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EXHIBIT , 

SKELETON LEDGER— (Cont'd) 
RESERVE FOR DEPRECIATION OP BUILDINGS 
1910 1910 
J^UltoLum*^ imooo J^lSBYB^c..* 1*0.00 



RESERVE FOR CONTINGENCIES 
1910 1910 
July 15 To Surplus ... » 15.200.00 July 15 By Balance .. $ 15.200.00 



SURPLUS 

1910 1910 

July 15 To July 15 By Balance 8 798.00 
Stocjchqldbbs * 15.998.00 « beseeveto 

CONTINGENCIES 15.200.00 



$ 15.998.00 



$ 15.998.00 



CASH 

1910 1910 
July 15 By Balance .. $ 12.500.00 July 15 By Notes 
" Plant A 13 * 

9.948.00 



Maoh. 
" Land A 

Bldos. 
" Mwo-Invty. 
4t Notes Rsa. 
" Accra. EEC. 
" Contingent 
Fund 



88.000.00 
20.000.00 
10.500.00 
15.150.00 

14.700.00 



$ 115.798.00 



Payable $ 27.000.00 
" Accounts 

Payable 28.000.00 
" Exf. or 

Liquid. 2.200.00 
" STOCK- 
HOLDER 57.598.00 



$ 115.798.00 
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EXHIBIT D 

REALIZATION AND 



1910 
July 15 



Assets to be Realized 



To Land ft Building $ 



Plant & Maohinset ... 
Merchandise — Inventory 

Notes Receivable 

Accounts Receivable 
Contingent Fund 



28.050.00 
40.500.00 
22.500.00 
10.500.00 
16.800.00 

15.200.00 % 188.550.00 



Liabilities Liquidated 

To Mortgage Bonds $ 25.000.00 

" Interest 52.00 

" Notes Payable 27.000.00 

" Accounts Payable 28.000.00 80.052.00 



Supplementary Charges 
To Exp. of Realization ft Liquidation. 



8.200.00 



1010 

July 15 To Net Loss from Realization and 

Liquidation Account. ....«• 

" GASH— Amounts distributed to 

Stockholders •* 



$ 216.802.00 

STOCKHOLDERS' 

$ 8.400.00 
57.598.00 



$ 65498,00 
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LIQUIDATION ACCOUNT 

Liabilities to be Liquidated 

1910 

July 15 By Mortgage Bonds $ 25.000.00 

" Interest thereon 52.00 

" Notes Payable 27.000.00 

i€ Aooouhts Payable 28.000.00 $ 80.052.00 



Assets Realized 

By Land & Buildings $ 33.000.00 

" Mortgage Payable $ 25.052.00 

" Cash 9.948.00 35.000.00 

" Merchandise — Inventory 20.000.00 

" Notes Receivable 10.500.00 

" Accounts Receivable 15.150.00 

" Contingent Fund 14.700.00 128.350.00 

" Balance, — being net loss on 

realisation carried to stock- 
holders' account 8.400.00 

ft 216.802.00 



ACCOUNT 



1910 

July 15 By Surplus 

" Capital Stock 



$ 15.998.00 
50.000.00 



ft 65.998.00 
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PROBLEM 3 
A corporation^ inventory on Jan. 2, 1909, was: 

Raw Materials $ 82.467.18 

Goods in Pbocess 4.212.22 

Plant 18.673.18 

Mam Up Goods , 19.753.47 

The corporation suffered a fire loss on 
May 1, 1909; the interim transactions affect- 
ing merchandising, manufacturing and plant 
were as follows: 

Purchases Raw Materials $ 46.375.22 

Productive Labor Paid Out 21.618.06 

Manufacturing Expenses 5.167.20 

Rent of Show Room and Offices 400.00 

Selling Expenses 7.618.25 

Advertising 860.22 

General Expenses 2.561.12 

Sales 95.714.66 

Allowances to Customers 4 310.18 

Returns of Customers 2.167.29 

Plant Purchases 361.22 
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The figures ascertained for the years 1906, 1907 
and 1908, for the identical items, were as follows: 



1 


1906 


1907 


1908 




* 186.320.16 * 104.860.22 


* 157.316.20 




an 322 24 


61 212.06 


72.106.14 




20 163 12 


16 208 17 


20.216.23 


Bxnt or Show Boom and Oftigbs. . . . 


1.500.00 


1.200.00 


U00.00 




1.000.00 


750.00 


1.000.00 




28.672.18 


16.314.12 


22.312J8 




10.750.16 


9.746.22 


11.116.20 




886.924.12 


217.306.01 


32L672.18 




1.116.24 


3.605.75 


975.00 




8.614.08 


4.106.18 


3.167.22 




500.00 


540.22 


409X0 


iNVXNTO&nSS BSCHNNINQ 








op Yxas 










89.223.16 


31.316.20 


83.416.20 




6.104.12 


3.107.12 


3.726.18 




21.223.10 


17.306.29 


18.622.12 




17.223.96 


17.723.96 


18.264.18 



You are employed by the assurers ; all policies con- 
cur under the 80% co-insurance clause and the insured 
claims his loss is 42%% of the prime cost of his goods 
and value of his machinery at time of the fire; the per- 
centage claim is adjusted at that figure. The amount 
of insurance in force was as follows : on merchandise 
stock $ 40.000.00; on plant $ 12.500.00. 

Prepare requisite statements showing the value of 
the assets destroyed. 
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SOLUTION AND ARGUMENT 

PROBLEM 3 

The average candidate who is confronted with this 
problem may perhaps lose heart because of the scarcity 
of vital information, and the many unknown quanti- 
ties with which it is fraught. 

The problem may be open to criticism for the ab- 
sence of such data as the age of the machinery, — treat- 
ment of Depreciation prior to January 1st, 1906, if the 
company were then in existence, — method of calcula- 
tion of inventory figures of made-up goods, — etc. An 
auditor engaged upon a case of this kind in actual prac- 
tice would doubtless be in a position to ascertain such 
necessary facts, and it might therefore be reasonably 
expected of the problem that such information be 
supplied. 

On the other hand, an earnest attempt to find an 
acceptable solution of some of the perplexities involved 
will be time well spent by a student of accountancy; 
because the difficulties therein encountered are excep- 
tionally alike to the problems often met with in actual 
practice, where answers to almost unanswerable ques- 
tions must be found. It is the wrestling with the ob- 
scure and the abstract, the incomplete, the faulty, the 
misrepresented, that makes the work of the accountant 
so preeminently worth while. There is no interest- 
fag in accountancy, for the unfathomable stalks across 
his path almost daily as a whip to his endeavor. 
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Thus, a fire loss has occurred and a settlement must 
be made. It is required to be made on the basis of the 
prime cost of the goods, although the available data for 
determining such prime cost are far too meagre for 
even approximately exact calculation. In such a situ- 
ation the inexperienced accountant is likely to report 
that the conditions imposed cannot be complied with, 
while a resourceful practitioner will find a solution 
satisfactory to all parties interested. 

The first amount to be determined is the fire loss, 
on merchandise, on which 42^% of the prime cost is to 
be allowed by the assurers. At this point an account- 
ant in actual practice would naturally make some in- 
quiries concerning the efficacy of the cost system to 
satisfy himself as to the correctness and reliability of 
the inventory valuations. Since this course is not open 
to the candidate, he must assume certain premises as 
a working basis; and we will, therefore, suppose that 
the made-up goods were priced at the cost of produc- 
tion, i.e., — material plus labor, — constituting prime 
cost; plus that percentage for on-cost which the amount 
of manufacturing expenses bears to the productive 
labor. 

As no inventory at the time of the fire-loss is avail- 
able, this inventory will have to be estimated on the 
basis of former results; and, since the percentages for 
a short period would be apt to produce misleading con- 
clusions, an average percentage for a period of three 
years preceding the date of the last actual inventory 
will be established. Schedule No. 3, attached hereto, 
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supported by Schedule No. 4, shows the manner in 
which these results and percentages are obtained. 

On the strength of these percentages, it is now pos- 
sible to estimate the cost of goods sold, as shown on 
the first section of Schedule No. 1, supporting Exhibit 
A; and, with this figure available, the total inventory 
of goods on hand at the time of the fire may be deter- 
mined with a fair degree of accuracy, as follows: 



Inventory— -J anuary 2nd, 1909 (per Question) 






, $ 32.467.18 




4.212.22 




19.753.47 




. , 46.375.22 




21.618.06 




5.167.20 




, . . $ 129.593.35 


Less 




Cost of Goods Sold — per first section of Sch. 1 . . 76.068.70 



Balance,— being total ending inventory, estimated. . $ 53.524.65 



The main obstacle to an accurate solution is now 
encountered, for it becomes necessary to segregate the 
inventory so determined into the elements of raw ma- 
terial, and goods in process of manufacture on the one 
hand, and goods made-up, or finished goods, on the 
other. It is necessary to establish the amount of fin- 
ished goods, for the purpose of deducting therefrom 
the amount of applied manufacturing expense, so as to 
determine the prime cost. It is evident that a very ex- 
act determination of these sub-totals is impossible, and 
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it is in order therefore to ascertain the degree of accu- 
racy required for our purposes. 

The policies concur under the 80% co-insurance 
clause which requires the insured to carry insurance 
equal to 80% of the value of the property. If he failed 
to do this, he insured himself to the fextent of such 
deficiency, and having done so, he stands that part 
of the loss, and not the assurers. 

The insurance carried on the merchandise stock was 
$ 40.000.00 which corresponds to 80% of a valuation 
of the insured stock of $ 50.000.00. If the amount of 
merchandise on hand, valued at prime cost, exceeded 
$ 50.000.00 the assurers are not concerned with such 
excess amount, and it need not be seriously considered 
by them. 

Turning again to Schedule No. 4, supporting Sched- 
ule No. 3, and comparing the relations of raw material 
and goods-in-process to made-up goods in the inven- 
tories on prior dates, we notice that the proportions 
may be roughly stated at about 2/3 for the former, and 
1/3 for the latter. 

Applying this proportion to our calculation on the 
second section of Schedule No. 1, supporting Exhibit 
A, we arrive at a rough estimate of the inventory on 
May 1st, 1909, as follows : — 

Raw Material and Qoods-in-Process 2/3 $ 35.683.10 

Madb-up Goods 1/3 17.841.55 

Total Estimated Inventory $ 53.524.65 
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From the estimated amount of made-up goods, — 
$ 17.841.55, we should now deduct the estimated per- 
centage on the productive labor for applied manufac- 
turing expense, per Schedule No. 4—25.303%. 

This brings us to a further unknown quantity, 
namely the portion of the cost of production represent- 
ing labor. Another inspection of the schedule showing 
cost of goods sold in prior years brings out the fact 
that roughly speaking about 30% of the cost of pro- 
duction will cover this item, and we make our deduction 
tentatively on this basis, therefore, as appears on Ex- 
hibit A, attached hereto. 

This step completed, it is possible to finish the ten- 
tative calculation per Exhibit A, subdivision A, and 
thus arrive at the estimated prime cost of the merchan- 
dise stock at May 1st, 1909, ie., $ 52.170.31. 

Of course, this estimate is approximate only, and 
might be adjusted to a finer point; but, since the total 
is well in excess of the amount covered by insurance, 
i.e., $ 50.000.00, such finer adjustment would be imma- 
terial to the clients for the reasons stated above. 

The computation of the fire loss on the plant pre- 
sents no difficulties, if it is assumed that the figure at 
January 1st, 1906, of $ 17.223.96, represented actual 
cost, and that the usual rate of Depreciation of 10% 
per annum was a fair one to apply in this case. Sched- 
ule No. 2 shows the computation. 

As the amount insured on machinery is not affected 
by the 80% co-insurance clause, the estimated fire loss 
is 42%% of the depreciated amount. 
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All that remains to be done after the preparation 
of these computations, is the proper arrangement of the 
somewhat voluminous papers in a presentable report 
to the clients. Clients are not nearly as interested in 
calculations per se as they are in final results which 
affect them personally. 

The proper exhibit to be allotted first is the one, 
therefore, which shows the total fire loss payable by 
the assurers, and this is accordingly made Exhibit A. 
Such a statement should be as free from detail as pos- 
sible so that the busy man of affairs may take in the 
situation at a glance, and permit his assigning the veri- 
fication of details to subordinates. Detailed calcula- 
tions, if made part of the report, should be presented 
in the form of schedules, supporting the specific ex- 
hibit to which they relate, and bear marks readily iden- 
tifying the same. 

The computation of the loss on machinery is shown 
on Schedule No. 2. 

The statement of income and profit and loss in 
prior years was necessary for statistical purposes only, 
and as such follows last, as Schedule No. 3, supported 
by Schedule No. 4. 
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EXHIBIT A 

CORPORATION 
Computation of Fire Loss Insured 

ON MERCHANDISE STOCK: 

Estimated Inventory or Raw Material 
and Goods in Process 

per Schedule 1 $ 35.683.10 

* Estimated Inventory or Made-up Goods, 

per Schedule 1 $ 17.84L55 



Less 

Applied Manufacturing Expense, included in 
' ' Cost of Production ' ' of made-up goods, — 
Le., 25.303% of labor (average for 3 rears) 

per Schedule 4 1.354,34 



Estimated Prims Cost, — op Made-up Goods.. 16.487.21 



TOTAL ESTIMATED "PRIME COST,"— 

of merchandise stock— May 1st, 1909 $ 52.170.31 

Insurance Carried Thereon, — $ 40.000.00 
which under 80% co-insurance clause cor- 
responds to a value of insured property of 50.000.00 



Insurance Risk Carried By Insured 

as Co-insurer $ 2.170.31 



The Claim por Merchandise Destroyed, 

covered by the assurers' policies is there- 
fore 42%% of * 50.000.00 $ 21.250.00 

The Claim on Machinery, — 

per Schedule 2 5.563.56 



TOTAL FERE LOSS,— covered by assurers 9 policies $ 26.813.56 



* Labor Cost, (Included in this total estimated at 80* thereof (ft 5,852.47). 
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SCHEDULE 1 

CORPORATION 

Computation of Estimated Cost of Goods Sold 

SALES— Gross (1/1-5/1/09) $ 95.714.66 

Deduct 

Allowances to Customers $ 310.18 

Returns from Customers 2.167*29 2.477.47 

NET SALES 93.237.19 

Less 

NET PROFIT 

estimated at average percentage for 3 
preceding years, — 6.6807% 

Pes Schedule 3 6.228.90 

SELLING COST 87.008.29 

Less 

SELLING, ADMIN, ft MGMT. EXPENSE : 

Rent of Showroom and Offices $ 400.00 

Advertising ».... 360.22 

Selling Expense 7.618.25 

General Expense 2.561.12 10.939.59 

COST OF GOODS SOLD — Estimated * 76.068.70 
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$ 86.679.40 
46475.22 
21.618.06 

• 104.672.68 



Solution and Argument — Problem 8 — (Cont'd) 

SCHEDULE 1— (Cont'd) 

CORPORATION 

Estimated Prime Cost 
INVENTORY— at beginning of period, rii:— 

Raw Matbbial * 82.46708 

Goods in Pbocess 4.212*28 

TOTAL 

PURCHASES— Raw Material 

PRODUCTIVE LABOR 

TOTAL 

Lem 

INVENTORY— Raw Material and Goods in Process, 
estimated at 2/8 of total inventory, end of 
period, — 

Exhibit A 86.688.10 
PRIME COST OP OUTPUT * 6S.989.68 

Plus 

MANUFACTURING EXPENSE 5.167.80 

COST OF PRODUCTION OP pUTPUT $ 74.156.78 

Add 

INVENTORY— Made-up goods,— January let, 1009. 19.758.47 

TOTAL $ 93.910.25 

v Leu 

INVENTORY — Made-up goods,— May 1st, 1909, 
estimated at 1/8 of total inventory,— 

Exhibit A 17.841.55 
COST OF GOODS SOLD Estimated as above $ 76.068.70 
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schedule 2 

CORPORATION 

Computation of Fire Loss on Machinery 

Cost Depreciation 

Jan. 1/06 MACHINERY — per Plant Account $ 17.228.96 

Dee. 31/06 10% Dxpmciation # 1.722.40 

" PLANT PURCHASES 500.00 

Total Cost or Machineey $ 17.728:96 

Dee. 31/07 10% Depreciation 1.772.40 

" PLANT PURCHASES 540.22 

Total Cost or Machinery $ 18.264.18 

Dee. 31/08 10% Depreciation L826.42 

" PLANT PURCHASES 409.00 

Total Cost or Machinery $ 18.673.18 

May 1/09 Dipebciation 4 Months, ht. 

1/3 of * 1.867.32 622.44 

" PLANT PURCHASES 361.22 

Total Cost or Machinery $ 19.034.40 . 

Lem 

Total Depreciation 5.943.66 $ 5.943.66 

" ESTIMATED VALUE OP 
MACHINERY,— 

at May let, 1909 $ 13.090.74 

ESTIMATED FIRE LOSS 42 1/2% — Exhibit A... * 5J63.56 
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PROBLEM 4 

The A Manufacturing Company incorporated un- 
der the laws of the State of New York, with a capital 
of $ 100.000.00 consisting of 1.000 shares of $ 100.00 
each, all of which has been paid in cash, presents the 
following balance sheets as of May 31st, 1909: 



ASSETS 

Cash $ 125.000.00 

Hatesuls and Supplies 25.000.00 

Accounts Receivable 300.000.00 

Plant and Building 400.000.00 

$ 850.000.00 

LIABILITIES 

Accounts Payable $ 20.000.00 

Capital 100.000.00 

Sueplus 780.000.00 

$ 850.000.00 



Annual Sales $ 800.000.00 
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The B Manufacturing Company incorporated under 
the laws of the State of New York, with a capital of 
$ 1.000.000.00 consisting of 10.000 shares of $ 100.00 
each, presents the following balance sheet as of May 



31st, 1909: 

ASSETS 

Cash $ 50.000.00 

Materials and Supplies 25.000.00 

Accounts Rbokivablb 200.000.00 

Plant 500.000.00 

Good Will 700.000.00 



$ 1.475.000.00 



LIABILITIES 

Accounts Payable $ 150.000.00 

Capital 1.000.000.00 

Subplus 825.000.00 



$ 1.475.000.00 

Annual Sales $ 600.000.00 

Both concerns are engaged in the manufacture of 
the same commodity and desire to consolidate for the 
purpose of maintaining prices, but will continue to op- 
erate each plant separately. They organize the United 
Manufacturing Company with a capital stock of $ 200.- 
000.00 consisting of 2.000 shares of $ 100.00 each, the 
members of the A Company agreeing to subscribe for 
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1.000 shares and to pay for them in cash and the mem- 
bers of the B Company for 1.000 shares also payable in 
cash ; the stock is issued to the following : 

Comprising the A Company : 

C— Certificate No. 1 for 250 Shares 
D_ " " 2 " 250 " 
E — " " 3 " 250 " 
p— " " 4 " 250 " 

Comprising the B Company : 

G— Certificate No. 5 for 250 Shares 
H— " " 6 44 250 " 
I— " " 7 " 250 i€ 
J— " 11 8 €t 250 " 

The cash is paid into the treasury of the United 
Manufacturing Company on the issuance ,of certifi- 
cates to the respective subscribers. 

The United Manufacturing Company purchases and 
pays cash for the stock of materials and supplies of 
both mills. 

The United Manufacturing Company rents from 
the A Company its plant and agrees to pay an annual 
rental of $ 90.000.00 and in addition thereto will pay 
the officers managing the A plant an annual salary of 
$ 90.000.00 for their services. The rent for the B Com- 
pany plant is agreed on at $ 60.000.00 and the officers 
are to receive an annual salary of $ 60.000.00. It is 
agreed that all additions to the plants and all repairs 
and maintenance are to be paid for by the United 
Manufacturing Company. 
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Operations of both plants are continued and at the 
end of the fiscal year May 31st, 1910, the balances ap- 
pearing on the books of the United Manufacturing 
Company are as follows: 



Cash $ 200.000.00 

Accounts Receivable 200.000.00 

Additions to Plant 60.000.00 

Accounts Payable 160.000.00 

Capital Stock 200.000.00 

The trading transactions of the respective mills are 
as follows: 

A Company's Mill 

Purchases— Raw Materials and Supplies $ 160.000.00 

Labor 300.000.00 

Factory Expense 100.000.00 

Repair and Maintenance op Plant 80.000.00 

Office Expense , . . 60.000.00 

Rent op Plant 90.000.00 

Officers 9 Salaries 90.000.00 

Sales 907.000.00 



B Company's Mill 

Purchases— Raw Materials and Supplies $ 140.000.00 

Laror 250.000.00 

Factory Expense 75.000.00 

Repair and Maintenance of Plant 70.000.00 

Office Expense 50.000.00 

Rent of Plant 60.000.00 

Officers' Salaries 60.000.00 

Sales 778.000.00 
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The stock as of May 31st, 1910, consisted of: 



Open the books of the United Manufacturing Com- 
pany; prepare balance sheet as of May 31st, 1910, and 
consolidated trading and profit and loss account show- 
ing profits for each mill. As the mills have been kept 
in perfect repair no depreciation is to be considered; 
outstanding accounts are considered good. Provide 
for a dividend of 10%. 

Prepare percentage table of each mill, showing to 
four decimals the percentage of each of the following 
items against the total cost of production: 

Materials and supplies 
Labor 

Factory expense 
Repairs and maintenance 
Bent of plant. 



Materials and Supplies— A Company's mill 
Matesials and Supplies — B Company's mill 
Labor Dot, Not Paid— A Company's mill . . 
Labor Due, Not Paid— B Company's mill . . 



$ 10.000.00 



15.000.00 
5.000.00 
10.000.00 
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SOLUTION AND ARGUMENT 

PROBLEM 4 

The problem presents an interesting phase of ac- 
counting field work, viz : the consolidation of corporate 
interests: and presents a voluminous array of data, 
each cogent feature of which will be separately con- 
sidered. It is to be observed that both the A and B 
Companies respectively maintain their corporate exist- 
ence; and, while selling their stock of material and 
supplies to the United Manufacturing Company for 
cash, they retain their respective plants, realize their 
own outstanding accounts, and liquidate their outstand- 
ing liabilities. 

Their combined cash balance of $ 175.000.00, plus 
their combined inventories of materials and supplies, 
sold for $ 50.000.00, produced a total of $ 225.000.00, 
and which was sufficient for the purchase of the $ 200.- 
000.00 United Stock taken personally by their directors 
or stockholders,— or such other personnel as may be in- 
dicated by the term "members" in the text 

As the A Company has $ 150.000.00 of said fund, 
however, and the B Company only $ 75.000.00 some 
inter se adjustment was necessary in order that each 
should acquire $ 100.000.00 of said stock; but, as the 
B Company had $ 200.000.00 of accounts receivable, 
that Company could easily have pledged, or otherwise 
negotiated, such tangible asset to raise the required 
additional $ 25.000.00; and under which circumstances 
they still would have had sufficient funds to liquidate 
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their liabilities, — amounting to $ 150.000.00. The stu- 
dent is not concerned with these details, however, ex- 
cept as they indicate the source from which the neces- 
sary money to purchase the United Stock was pre- 
sumably raised ; if not from private estates in addition 
to the assets enumerated. 

The first process then is to prepare a consolidated 
balance sheet of the A & B Companies as of May 31st, 
1909, and which forms the first of the five Exhibits 
hereto attached. The recital of the volume of annual 
sales of each company during prior years in the 
amounts of $ 800.000.00 and $ 600.000.00 respectively, 
has no bearing upon the problem, and need therefore 
not be considered; for it is the actual sales during the 
period with which we are concerned. These figures 
are $ 907.000.00 for the A and $ 778.000.00 for the B 
companies, respectively, as appears in the summary 
of trading transactions stated. 

The next procedure is to frame the journal entries 
stated in Exhibit II ; which, when posted, will raise the 
skeleton ledger accounts as reflected in Exhibit III. 

As the text of the question calls for a cash bal- 
ance of $ 200.000.00 which would be impossible if all 
the liabilities, with the exception of $ 200.000.00 ac- 
counts payable, had been paid in cash, it is left to the 
candidate to draw upon his imagination for a reason 
for this condition. 

The most plausible explanation, if not indeed the 
only explanation, is : that the directors of the company, 
who on account of their familiarity with its business 
policy, are in a position to know its present, as well 
as its anticipated requirements of liquid funds, con- 
sidered it an expedient to have a cash balance of $ 200.- 
000.00 on hand at this time; and, therefore, refrained 
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from withdrawing the entire amount of their salaries. 
Journal entries Nos. 8 and 9 on Exhibit II are framed 
in accordance with this hypothesis. 

In the preparation of the consolidated trading and 
profit and loss account, showing the profits for each 
mill, as per Exhibit IV, rests are made at such intervals 
as to develop in the balances brought down the prime- 
cost, on-cost, cost of production, gross and net profits, 
as shown in said Exhibit. It remains further then to 
prepare only the balance sheet, and to prove the work 
by the balance of surplus, appearing both on the bal- 
ance sheet and revenue account. 

The percentage calculations are deduced by dividing 
respectively materials and supplies, labor, factory ex- 
pense, repairs and maintenance, and rent of plant, by 
the "cost of production," as deduced in the manner 
above explained. 

It will appear that there being no inventory of 
partly finished goods, however, it is necessary to add 
the purchases to the opening inventories of materials 
and supplies, and to deduct the closing inventories, in 
order to arrive at the materials presumably consumed, 
and upon which the percentage calculations required 
in the question must be based. 

The Exhibits I to V, to which specific reference is 
made in the foregoing introductory, are as follows: 

I — Consolidated Balance Sheet, 
II — Journal Entries, 

III — Skeleton Ledger Accounts, 

IV— Consolidated Trading and Profit 
& Loss Account, 

V — Balance Sheet 
131 



Exhibit 

it 
€1 
it 

it 



Digitized by Google 



Practical Accounting Vol, II The Quiz- Answerer 
Solution and Argument— Problem 4 — (Cont'd) 

EXHIBIT I 

CONSOLIDATED BALANCE SHEET 
of the 

A ft B MANUFACTURING COMPANIES 
as at May 31st, 1909 
Assets 



Account Titles Oomp. A Oomp. B Total 



Cash $ 125.000.00 $ 50.000.00 $ 175.000.00 

Accounts Receivable 300.000.00 200.000.00 500.000.00 

Material and Supplies 25.000.00 25.000.00 50.000.00 

Plant and Buildings 400.000.00 500.000.00 900.000.00 

Good Will 700.000.00 700.000.00 

$ 850.000.00 $ 1.475.000.00 * 2J25.000.00 



Liabilities 

Account Titles Oomp. A. Oomp. B Total 



Accounts Payable $ 20.000.00 $ 150.000.00 $ 170.000.00 

Capital 100.000.00 1.000.000.00 1.100.000.00 

Surplus 780.000.00 325.000.00 1.055.000.00 

$ 850.000.00 $ 1.475.000.00 $ 2*25.000.00 

. 1 1 ; 1 1 

Annual Sales $ 800.000.00 $ 600.000.00 
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EXHIBIT II 

UNITED MANUFACTURING COMPANY 

Journal Entries 
Entry I — May 31st, 1909 

Organized under the Laws 

of the State of with an 

Authorised capital of $ 200.000.00 
divided into 2.000 shares of * 100.00 each 



Cash 200.000.00 

To Capital Stock 200.000.00 

For capital stock of United Mfg. Co. issued 
for cash to the Directors of the A and B Mfg. 
Companies, as follows: — 

A Company 
O-Certineate 1.... 250 Shares 
D— " 2.... 250 " 
E— " 3.... 250 " 
F— " 4.... 250 « 



1.000 



B Company 

G— Certificate 5 250 Shares 

H — " 6.... 250 " 
I— " 7.... 250 " 
J— " 8.... 250 " 

L000 
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EXHIBIT II 

UNITED MANUFACTURING COMPANY 

Journal Entries— (Cont'd) 

Entry II— May 31st, 1909 

Matbials and Sufplh8— Inventory 50.000.00 

To Cash 50.000.00 

For purebase of inventories of stock of ma- 
terials and supplies of A and B Companies, 



as under: — 



urn A 

" B 



* 85.000.00 
85.000.00 



$ 50.000.00 



Entry III— May 81st, 1909 



Bxnt of Plant 



150.000.00 



To Cbbbitobs 



150.000.00 



as under: 

MiD A $ 90.000.00 

" B 60.000.00 



Tor annual rental of A and B's Plants, 



$ 160.000.00 
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EXHIBIT II 

UNITED MANUFACTURING COMPANY 
Journal Entries — (Cont'd) 

Entry IV— May 31st, 1910 

Sundries To Cumtobs 795.000.00 

PuBOHAsn — of Material and Supplies 300.000.00 

Mill A $ 160.000.00 

" B 140.000.00 

Additions to Plant 60.000.00 

Factory Ezpbnsb 175.000.00 

MfflA $ 100.000.00 

" B 75.000.00 

Bepaibs and Maintenance of Plant 150.000.00 

Mill A $ 80.000.00 

" B 70.000.00 

Optics Expense 110.000.00 

Mill A $ 60.000.00 

" B 50.000.00 

For total purchases during fiscal year ending 




Digitized by Google 



Practical Accouktino Vol. II The Quiz- Answerer 



Solution and Argument— Problem 4 — (Cont'd) 
exhibit n 

UNITED MANUFACTURING COMPANY 
Journal Entries — (Cont'd) 
Entry V— May 81st, 1910 

Accounts Rbchvablb 1.685.000.00 

To Sales 1.686.000.00 

Mill A $ 907.000.00 



v 



14 



B 778.000.00 



For total proceeds from tales during fiscal 
year ending May 31st, 1010. 



Entry VI— May 31st, 1910 

560.000.00 

To Pat Roll 550.000.00 

Mill A $ 800.000.00 

" B 250.000.00 



For factory par roll during the fiscal year 
ending May Slat, 1910. 



Memorandum Entry 

(Balance of Trading and Profit and Loss 
Account, being Net Profits brought down 
$ 75.000.00.)^ 
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EXHIBIT II 

UNITED MANUPACTUBING COMPANY 

Journal Entries — (Cont'd) 

Entry VII— May 31st, 1909 

Cash L4S&00&00 

To Accounts BWDVABL1 1A&M0M 

For collections in settlement of debtors' ac- 
counts during fiscal year ending May 31st, 1910, 
repre s en t ing differences between 

Sales during said year $ 1.685.000.00 

and 

Accounts BeoetraUe 5/81/10 . . 800.000.00 

$ 1.485.000.00 



Entry VIII— May 31st, 1909 

Sundries To Cash USOlOOOjOO 

Pat Boll 535.000.00 

GaiDiTOM « 785.000.09 

For Hquidation of accounts payable and pay 
folk during the fiscal year ending May diet, 
1010. 

Entry IX— May 31st, 1909 

Omens' Salabus 150000.00 

To Oiticsns' Salambs Accrued . . » . 150.00040 

For Salaries of Officers of i 

Mill A $ 90.000.00 

" B 60.000.00 

$ 150.000.00 



As per agreement for their services. 
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EXHIBIT II 

UNITED MANUFACTURING COMPANY 
Journal Entries — (Cont'd) 
Entry X— May 31st, 1910 

Omens' Sjjuuubs— Accrued 115.000.00 

To Cash U&0OO.OO 

For difference between cash hchnco at His 
stage of the work, vis: 



Stock of Material— 

per Entry II 80.000.00 

Sundries,— 

per Entry Vni L820.000.00 L370.000.00 

Balance,— 315.000.00 

Leu 

Caah Balance at May 31, 1910, 



Beceipts for: 
Capital Stock— per Entry I .... 200.000.00 
Collection per Entry VH L485.000.00 



US5.000A0 



Leu 

Diaburaementa for: 



(stated in problem) 



200.000.00 



* Difference 



115.000.00 



* Assumed to represent partial payments Is 
officers on account of their salaries. 



Entry XI— May 31st, 1909 



DlTOKND 



2040040 



TO DlYIDBND PA YAK* 



20400.00 



For diTidend of 10% on $ 200.000.00 t 
stock, declared bw resolution of board of 
tors, per minute book,— page — • 
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Exhibit m 

UNITED MANUFACTURING COMPANY 

Skeleton Ledger Aeoounts 
GASH 

1909 1909 

May 31 To Gap. Stock # 800.000.00 May31 Br M. * a . . # 50.000.00 
1910 

May 31 " Accounts May 31 " PJUKJmd. 1.320.000.00 

Becbyabli 1.485.00040 « Omens' 



Aocsuzd. 115.000.00 
Balancs . 800.000.00 



$ 1.585.000.00 $ 1*585.000.00 

May 31 Balancs . . . $ 200.000.00 



MATERIALS * SUPPLIES— In?f«toiy 

1909 

May 31 To Gash 
Mill 

A$ 25.000.00 

B 25.000.00 # 50.000.00 



ACCOUNTS RECEIVABLE 
1910 1910 

May 31 To Saw .... $ L685.000.00 May 31 Br Cash $ 1.485.000.00 

" Balancs . 200.000.00 



$ 1.685.000.00 $ L685.000.00 



May 31 Balancs ..... * 200.000.00 



ADDITIONS TO PLANT 

1910 

May 81 *6 GsmiOM. $ 60UHHU>0 
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exhibit m 

UNITED MANUFACTURING COMPANY 

Skeleton Ledger Aoeounte— (Cont'd) 
CBEDITOB8 

1910 1910 
May 81 To Gash .... $ 785.000.00 May 81 BtBsvt 

" Balance ., 160.000.00 or Plant 150.00040 

" 8UNDftEM« 795400.00 



$ 9i6.000.00 9 945.000.00 



May 81 By Balance . 9 160.000.00 



PAY BOLL 

1910 1910 

Ha? 81 To Cash .... $ 635.000.00 May 81 Br Lams ... $ 550.000.00 
" Balance . 15.000.00 



$ 550.000.00 • 550.000.00 

May 81 By Balangb . $ 1540040 



OTFIOEBB 9 flALARTKB — Accrued 

1910 1910 
May 81 To Gash .... $ 115.000.00 May 81 By Omens' 

« Balance . 85.000.00 Salaebs 9 150.000.00 



$ 150.000.00 * 150.000.00 



May 81 By Balangb . 9 85.000.00 



DIVIDEND PAYABLE 

i 1910 

May 81 By Dmonn x 9 9640040 



CAPITAL STOCK 
1909 

Ma? 81 By Gasb .... # 900*000*00 
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KIHIBTT m 

UNITBD MANUFACTURING COMPANY 

Skeleton Ledger Accounts — (Cont'd) 
PURCHASES 

me 

M478I ToQuboom 

ion 

A * 160.000.00 

B 140.000.00 * 800.000A0 



LABOR 

1910 

UmjZI To Pat Boll 

ion 

A $ 300.000.00 

B 250.000.00 $ 550.000.00 



BENT OP PLANT 

1910 

Mmy 81 To Omnvois 

ion 

A $ 90.000.00 

B 00.000.00 $ 150.000.00 



PACTOBY EXPENSE 

1910 

IU78I To Cuxnrou 

ion 

A $ 100.000.00 

B 75.000.00 $ 175.000.00 



BEPAIBS * MAINTENANCE OP PLANT 

1910 

MajSl ToOmmu 
ion 

A $ 80.000.00 

B 70.000.90 $ 150.00000 



141 



Digitized by Google 



Practical Aoooxnrrnro Vol. II The Quiz- Ajtswsbsb 



Solution and Argument— Problem 4— (Cont'd) 

exhibit m 

UNITED MANUFACTURING COMPANY 

Skeleton Ledger Account*— (Cont'd) 
OFFICERS' SALARIES 

1910 

May 81 To Omens' 
Salabxm 

AUUIUME 

win 

A $ 90.000.00 

B 9O000.00 $ 150.000.00 



OFFICE EXPENSE 

1910 

May 81 To Cudxtou 

ion 

A # 60.000.00 

B 50.000.00 $ 110.000.00 



DIVIDEND 

1910 

Mar 81 To DifiMWD 

Payable 9 90.000.00 



SALES 



1910 

May 81 By Aooouhtb 
Bbckvablb 

mn 

A $ 907.000.00 

B 778.000.00 $ 1.685.000.00 
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EXHIBIT V 

BALANCE SHEET 

UNITED MANUFACTURING COMPANY 

as at May Slat, 1910 
As$et$ 

Cash $ 200.000.00 

Accounts Receivable 200.000.00 

Inventory or Materials and Supplies . % 25.000.00 

Plant— (Additions) 60.000.00 

$ 485.000.00 



Liabilities 

Due Trade Creditors $ 160.000.00 

Accruals— Officers 1 Salaries 35.000.00 

A0CBUAL8— Labor (due not paid) 15.000.00 

Dividend Payable 20.000.00 

Capital Stock 200.000.00 

Surplus— per Ezliibit IV .... 55.000.00 

$ 485.000.00 
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EXHIBIT IV 

CONSOLIDATED TRADING PROFIT AND 

of 

UNITED MANU 
For the fiscal year 

DEVELOPMENT OF 

Pbimx Cost, On-Cobt, Cost or Pboduction, and 

OBO88 AND Nit PlOFITS 



SALES 

O08T or Pioduction, to; — 

Inventory— May Slat, 1909 

PUIOHASBS 

TOTAL 

Leu: ImnoraoiT- May Slit, 1910 

MaTSEIALS AND SUFFLIBB (CoMUmad) , 

Laboe— applied 

TOTAL PRIME COST 
FAOToaT Expense 

REPAIRS AND MAINTENANCE OF PLANT , 

Bint or Plant 

TOTAL ON-008T 
TOTAL COST OP PRODUCTION 
GROS8 PROFIT 

Omens' SALiaas • 

Office Exfbnsb 

TOTAL EXPENSE 

NET PROMT— ott operations • • • • • • • • •* • ........ 
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LOSS ACCOUNT AND PERCENTAGE TABLE 
the 

PACTDBING COMPANY 
ended May 31st, 1910 



MILL A 


MILL B 


TOTAL 


Percent 


Pee cent 


Pee cent 




of Cost Amount 


of Goer Amount 


of Cost 


Amount 


9 9V4.VVV.UU 


A 77ft AAA AA 
W 1 fO.VVU.Uv 


$ 1.685.000.00 


25.000.00 


25.000.00 




50.000.00 


160.000.00 


140.000.00 




300.000.00 


$ 185.000.00 


9 165.000.00 


$ 


350.000.00 


1U.QUU.UU 


"1 JC AAA AA 




25.000.00 


28.4899% $ 175.000.00 


24.7984% $ 150.000.00 


24.0741% $ 


325.000.00 


40.2685 800.000.00 


414223 250.000.00 


407407 


550.000.00 


68.7584% 9 475.000.00 


66.1157% $ 400.000.00 


64*148% $ 


875.000.00 


18.4228% $ 100.000.00 


12.8967% $ 75.000.00 


12.9630% $ 


175.000.00 


10.7888 80.000.00 


11.5702 70.000.00 


11J111 


150.000.00 


12.0805 90.000.00 


9.9174 60.000.00 


11.1111 


150.000.00 


86.2416% $ 270.000.00 


28.8848% 9 205.000.00 


35.1852% * 


475.000.00 


100.0000% $ 745.0CKMM) 


100.0000% $ 605.000.00 


100.0000% $ 1.350.000.00 


$ 162.000.00 


6 178.000.00 


9 


335.000.00 


$ 90.000.00 


$ 60.000.00 


9 


150.000.00 


60.000.00 


50.000.00 




110.000.00 


$ 160.000.00 


$ 110.000.00 


9 


260.000.00 


$ 12.000.00 


$ 68.000.00 


r 


75.000.00 


Leu: Ditoend— 10% on $ 200.000.00 




20.000.00 



Balavcb,— being Snrphia p er HxUbit V $ 05.000.00 
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PROBLEM 5 

From the following trial balance of Johnson & 
Thompson, Incorporated, as of June 30th, 1910, the end 
of their fiscal year, prepare a manufacturing and profit 
and loss account and financial statement : 



Cash on Hand $ 75.00 

Cash in Bank 3.750.00 

Inventory July 1, 1900. 

Eaw Material 88.480.00 

Finished Goods 9.760.00 

Sales $ 540.000.00 

Returned Sales 8.408.00 

FmmiOHT and Express Outward 985.00 

Purchases 195.670.00 

Accounts Payable 87.600.00 

Bills Payable 8*500.00 

Accounts Eecetvable 45.920.00 

Bills Receivable 1.925.00 

Wages 282427.00 

Fuel 11.270.00 

Factory Supplies 8.648.00 

Gash Discount on Purchases 4.768.00 

Freight and Express Inward 7.433.00 

Land 27.000.00 

Buildings 18.000.00 

Machinery and Tools 80.000.00 

Maintenance and Replacement of 

Machinery and Tools - . $ 10.580.00 

Less Amount Received prom Old 

Machinery and Tools 6.750.00 3.830.00 



Mortgages Payable, 6% Interest Paid to 

May 1, 1910 17.000.00 

Beserye for Bad and Doubtful Accounts U80.00 

Suspense Account 

Worthless Accounts Receivable 679.00 
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Patent Bights— Disbursement* $ 320.00 

Depreciation-- Buildings, Machinery and Tools $ 4.900.00 

Advertising 670.00 

TRAVELING EXPEN8S8 3.700.00 

Office Expenses 5.300.00 

Salaries of Offioxbs 12.300.00 

Dividends 12.500.00 

Interest 700.00 

Discount on Sales 2.760.00 

Capital Stock 100.000.00 

Surplus 8.972.00' 



Inventory June 30, 1910: 

Raw Material 

Partly Finished Goods 
Fuel 



The reserve for bad and doubtful accounts must 
equal 2fo of the accounts receivable. 

Although machinery and tools are maintained and 
replaced, 5% depreciation must be allowed on them as 
well as 5% depreciation on buildings. 



$ 723.015.00 $ 723.015.00 



$ 27.698.00 
11.590.00 
1.200.00 
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Practical Accounting 

SOLUTION AND ARGUMENT 

PROBLEM 5 

The first process to be performed in the solution of 
this problem is to prepare a skeleton ledger of the ac- 
counts affected by the adjustments required in the prob- 
lem on the unadjusted trial balance, as well as to draw 
up a set of adjusting journal entries, numbered con- 
secutively, and showing the manner in which the ad- 
justing figures were arrived at. Each skeleton ledger 
account should be numbered in consecutive order for 
page reference. In dealing with maintenance and re- 
placements of machinery and tools, no attention need 
be given to the indent, displayed in the question, as 
only the net debit balance of $ 3.830.00 has any sig- 
nificance in the present instance. 

The first adjustment is to dispose of the suspense 
account by writing it against the reserve account im- 
mediately preceding it; and, thereafter, by succeeding 
entries, to charge the interest account with the accrual 
subsequent to May 1st; as well as to charge to a new 
nominal account, under the title of "depreciation," 
the further provision of 5% on the value of building, 
machinery and tools, — crediting the reserve therefor, 
which will accordingly be increased from $ 4.900.00 
to $ 9.800.00. 

As it is required that the reserve for bad debts 
should equal 2%, of the balance of accounts receivable, 
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Solution and Argument— Problem 5 — (Cont'd) 

a further credit should be given in the required amount, 
and be charged to another new nominal account, en- 
titled "bad debts," making suitable explanatory nota- 
tions in the text explaining the entry. 

A further adjusting entry should be made, credit- 
ing fuel account with the inventory thereof at June 
30th, 1910; and lastly, an entry should be set up to re- 
flect the transfer of the inventories at the close to the 
accounts for the new period. 

As these adjustments number only six, it would be 
waste of time to open skeleton ledger accounts for each 
one of the accounts appearing in the trial balance. 
Much quicker, and quite as accurate and reliable re- 
sults can be obtained by listing the accounts on a work- 
ing sheet, and making the necessary calculations 
thereon. 

The required statements can then be prepared and 
the ledger closed by : 

First: transferring to manufacturing account the 
nominal account balances chargeable thereto ; and cred- 
iting to manufacturing account the inventory values 
at the end of the fiscal year. 

Second: Transferring to profit and loss account 
the balances of the nominal accounts chargeable there- 
to, including balance of manufacturing account just 
previously deduced ; and crediting to profit and loss the 
net sales and discount on purchases. It is well here to 
observe that discounts on purchases, being in the na- 
ture of interest earnings on capital, do not constitute a 
proper credit to purchase account; and accordingly 
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were not included as a manufacturing credit, but in- 
stead are brought in as an administrative earning. 

As a concluding process, the surplus account is 
credited with the net profit brought from profit and loss 
account, and charged with the dividend — paid and de- 
clared, — and heretofore constituting a debit on the trial 
balance. This will leave the surplus account as show- 
ing a credit of $ 43.489.60, which will also appear as 
the last and balancing item on the balance sheet at even 
date. 

After posting these closing entries, the ledger will 
be found to be duly closed at the end of the fiscal period, 
and it remains only to take off a trial balance, and 
frame the balance sheet. This may be either in the 
greatest possible detail that the information at hand 
affords, or may be condensed to as few items with 
reference to both assets and liabilities a& will suffice 
to give reasonably comprehensive expression to the 
status. In the latter, or condensed form, which has 
been chosen for illustration in the present instance, the 
report form has also been adopted ; and, instead of the 
assets and liabilities being stated side by side, i.e., in 
juxtaposition, the assets top the liabilities in a single 
column; and, instead of deducting the reserves from 
the assets to which they relate, and showing only the 
"net values" of each, they appear among the liabilities 
as opposed to the full book values per contra. This 
form of balance sheet is frequently used in publica- 
tions, when it is not practical to give the room that the 
display form would require, and also in statistical 
tabulations, when balance sheets of various companies 
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are compared, and only one column may be allotted to 
each. 

This answer would not be complete, however, with- 
out also presenting both a manufacturing, trading and 
profit and loss account in report form, marking the 
proper rests at which significant sub-totals are de- 
veloped in each. 

In consequence of the absence of the inventory of 
partly finished goods at the beginning of the year, and 
of finished wares at the end of the year, as well as the 
absence of unapplied on-cost at both dates, it is im- 
possible to show the manufacturing account and profit 
and loss account in true proportion, and with the full 
complement of elements ; and the forms presented are, 
therefore, only as complete and typical as the data 
from which they were derived. 

Attached hereto and forming part of this answer 
are the following, viz: 

JOURNAL ENTRIES, SKELETON LEDGER, 

BALANCE SHEET, SURPLUS ACCOUNT, 

MANUFACTURING ACCOUNT, TRADING ACCOUNT, 
PROFIT * LOSS ACCOUNT, CLOSING ENTRIES. 
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JOURNAL ENTRIES 



as at June 30th, 1910 
Entry 1 

Rbssbve rat Bib and Doubtful Accounts 679.00 

To Suspense 079.00 

Pot worthless account* written off against 
reserve therefor. 



Entry 2 

Intbist 170.00 

To Intebebt— accrued 170.00 

For interest at 6% from May 1 to Juno 80 
on $ 17.000.00 of mortgagee payable. 

Entry 3 

Dbpbigution To Sundries 4400.00 

To Rbsxeyi foe Defeeciation of 

Buildings 900.00 

" Rbssbve fob Defeeciation of 

Maohineby and Tools 4000.00 

For depreciation at 5% p.a. as directed. 
Bnildings —5% of * 18.000.00 

Maeh. and Tools— 5% of * 80.000.00 



Entry 4 

Bad Dibts „ 317.40 

To Bbs. fob Bad & Doubtful Aocts. 817.40 



For increase of reserve for bad debts to 8% 
of the accounts receivable, as under: 

2% of * 45.920.00 « $ 918.40 

Less 

Balance of Reserve 601.00 
$ 817.40 




Digitized by Google 



The Quiz-Answerer Vol. II Practical Accounting 



Solution and Argument — Problem 5 — (Cont'd) 
JOURNAL ENTRIES — (Cont'd) 



as at June 80th, 1910 
Entry 5 

IwvENToaY— Fuil— June 80th, 1910 1.200.00 

To Fun, U00.00 

For inventory of fuel an at June 30th, 1910, 
eredited against fuel charges, preliminary to 
transfer thereof to manufacturing account. 



Entry 6 
Ihvxntory— at July 1st, 1910. 

Raw Matmal 87.69S.00 

Pabtlt Finishxd Goods 11.590.00 

TO MANUFACTURING ACCOUNT 

Raw Matxbial 27.69S.00 

Paetly Finishxd Goods « 1L590.00 



For credit to latter account with the ending 
inventories and to transfer them to the accounts 
of the beginning period. 
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SKELETON LEDGER 

(1) RB8ERVE FOB BAD AND DOUBTFUL ACCOUNTS 

1010 1910 
Jum80 To Bxrsrarsi. . $ 079.00 June 80 By Bib Debts $ 817.40 



(8) SUSPENSE ACCOUNT 
1910 

June 80 ByRss. fo&Bad 
4 Doubtful 

Accounts . $ 679.00 



(8) INTEREST 

1910 

JlIB4 80 TO INTBBIBT 

AOOBUBD $ 170.00 



(4) INTEREST— AcciUH) 
1910 

June 80 By Imtbuv . . $ 170.00 



(5) DEPRECIATION 

1910 

June 80 TO 8UNMUB8. . . $ 4.900.00 



(6) RESERVE FOR DEPRECIATION OF BUILDINGS 

1910 

June 80 Br DraauTlr $ 900.00 



(7) RESERVE FOR DEPRECIATION OF MA CHINERY * TOOLS 



1910 

June 80 Br Dbfisgiat'n $ 4.000.00 



154 



Digitized by Google 



The Quiz-Answbbbb Vol. II Practical Accounting 



Solution and Argument — Problem 5 — (Cont'd) 

SKELETON LEDGER — (Cont'd) 
(8) BAD DEBTS 



1910 

June 30 To Bes. for 

Bad Debts $ 317.40 



(9) INVENTOBY— 7/1/10 

1910 

June 80 To Fuel $ 1.200.00 

Baw Mat'l 27.898.00 

Partly 
Finished 

Goods .... 11.590.00 



$ 40.488.00 



(10) MANUFACTURING ACCOUNT 



1910 

June 80 By Baw Mat'l. $ 27.698.00 

Partly 
Finished 

Goods 1L590.00 



t 39.288.00 



(11) FUEL 



1910 

June 30 By Inventory. $ LS00.00 
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JOHNSON & THOMPSON, Inc. 



Assets 



BALANCE 
as of 1st 



CASH $ 8.885.00 

BILLS REC. * 1.925.00; ACCOUNTS EEC. * 46.980.00 47.845.00 

INVENTORIES — Raw Materials t 27.698.00; 

Finished Goods $ 11.590.00; Fuel t 1.200.00 40.488.00 

LAND $ 27.000.00; BUILDING8 $ 18.000.00 45.000.00 

MACH. AND TOOLS * 80.000.00; PATENT RIGHTS * 820.00 80.820.00 

$ 817.478.00 



SURPLUS 

DIVIDEND * 1*500.00 

SURPLUS— June 80th, 1910, to Balance Sheet 48.489.60 

* 55.989.60 



MANUFACTURING 

INVENTORY, Raw Mattwal, at Jnlj 1st, 1909 $ 88.480.00 

PURCHASES * 195.670.00 

FREIGHT AND EXPRESS— Inward 7.488.00 20S.108.00 

TOTAL * 286.588.00 

Less? INVENTORY OF 
Raw Mateual— June 80th, 1910 27.698.00 

RAW MATERIAL CONSUMED * 208.885.00 

WAGES 232.927.00 

PRIME COST OF OUTPUT * 441.812.00 

FUEL $ 10.070.00 

FACTORY SUPPLIES 8.648.00 

MAINTENANCE AND REPAIRS 3.880.00 

DEPRECIATION OF BUILDINGS, 

MACHINERY AND TOOLS 4*900.00 

TOTAL INDIRECT MANUFACTURING EXPENSE 22.448.00 

COST OF PRODUCTION OF OUTPUT $ 464.260.00 
Leu: INVENTORY OF 
Partly Finished Goods,— June 80th, 1910 11.590.00 

* 452.670.00 
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SHEET 
July, 1910 



Liabilities 



BILLS PAYABLE $ 8.500.00; AOOTS. PAYABLE $ 87.600.00. . $ 46.100.00 
MOBTGAGE PAYABLE * 17.000.00; INT. ACOBD. * 170.00. . 17.170.00 
BE8EBVE FOB BAD DEBTS — 2% of Aootb Bio. $ 45.920.00. . 918.40 

BESEBYES FOB DEPRECIATION 9.80O.00 

CAPITAL STOCK 100.000.00 

SURPLUS , 43.489.60 



* 217.478.00 



ACCOUNT 

BALANCE — at June 80th, 1909 $ 8.972.00 

NET PROFIT from Profit and Low Account 47.017.60 



* 55.989.60 



ACCOUNT 

BALANGE/»-being Cost of Production of Finished Goods, 

carried to Trading Aeeonnt $ 462.670.00 



* 452.670.00 
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JOHNSON & THOMPSON, Inc. 

TRADING 
For the Fiscal Tear 



Cost 

INVENTORY, FINISHED GOODS — July 1st, 1909 $ 9.760.00 

COST OF PRODUCTION OF FINISHED GOODS 
brought forward from 

Manufacturing Account 452.670.00 

COST OF SALES * 462.480.00 

FREIGHT AND EXPRESS — Outward * 985.00 

ADVERTISING 670.00 

DISCOUNT ON SALES 2.760.00 

TRAVELING EXPENSES 8.700.00 



TOTAL SELLING AND DISTR. EXPENSE 8.065.00 

BALANCE,— 

being Groaf Profit 

earried to P. & L. Account 61.042.00 

* 581.587.00 



PROFIT AND 



SALARIES OF OFFICERS * 12J00.00 

OFFICE EXPENSES 5.800.00 

BAD DEBTS 817.40 

TOTAL ADMIN. AND MGMT. EXPENSE $ 17.917.40 

INTEREST PAID 870.00 

BALANCE, — 

being Net Profit, 

earried to Surplui Account .... ****** 47.017.60 



* 66.805.00 
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ACCOUNT 

beginning July 1st, 1909 

Proceeds 

SALES- Grow Proceeds * 540.000.00 

Leu: BSTUBN8 8.408.00 

NET PROCEEDS * 531.537.00 



* 531.537.00 



LOSS ACCOUNT 

Gains 

GBOSS PBOPITr- 
brought down 

from Trading Aeeonnt $ 61.042.00 

GASH DISCOUNT on Purchases 4.763.00 



$ 66.S05.00 
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CLOSING ENTRIES 
as at June 30th, 1910 

Manufacturing Account To Sundries 491.958.00 

To Imthtot- Raw Mat, July 1, 1909 83.480.00 

« Purchases 195.^70.00 

" WAGES 232.927.00 

" Fuel 10.070.00 

" Factory Supplies 8.648.00 

" Freight and Express — Inward .... 7.433.00 

" Maintenance and Repairs — Mach.. 8.830.00 

" Dbpeioiation 4JHM).00 

For transfer to manufacturing aeeount of the 
nominal aeeount balances chargeable thereto. 



INVENTORY — June 30, 1910 

Raw Material 27.898.00 

Paetlt Finishxd Goods 11.590.00 

To Manufacturing Account 89.288.00 

For transfer to manufacturing account of 
the inventories to be credited. 



Profit and Loss To Sundries 489.282.40 

To Inventory — Fin. Gds. July 1, 1909 9.760.00 

44 Freight and Express— -Outward. . . 935.00 

« Bad Debts 817.40 

44 Advertisino : 670.00 

44 Traveling Expenses 8.700.00 

44 Optics Expense ., 5.300.00 

44 Oppice Salaries .< 12.300.00 

44 Interest 870.00 

44 Discount on Sales 2.760.00 

44 Manufacturing Account 452.670.00 

For transfer to profit and loss of the balances 
of the nominal accounts to be credited. 
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CLOSING ENTRIES — (Cont'd)] 

as at June 30th, 1910 

Sundries To Sundriei 

Salbs > 540.000.00 

DlSOOUKTS OH Pubohasbs « 4.708.00 

To Item and Loss 686J00.00 

" Bbtubm Sales * 8.468.00 

Tor transfer to profit and Ion of the balance 
of the nominal accounts to be credited. 



Peofet ahd Loss 47.017.60 



To Subplus 



« 



47.017.60 



For net profits earned during the fiscal year 
ending June 80th, 1910. 



Subplus 



1*500.00 



To DmnnffD 



1&500.00 



For difidends of 12%% on $ 100.000.00 de- 
clared sad paid. 
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PROBLEM 6 

The following is the trial balance of the X T Z 
Coal Mining Company, as of December 31, 1908: 

TRIAL BALANCE DEC. 31, 1908 



Cash * 5.674.50 

BEEAFER AND MACHINERY 145.000.00 

Officx Building 5.000.00 

BLAOBBMITH SHOP 4.000.00 

inside construction 15.675.00 

Car and Mini Rail Account 7.534.50 

Horses and Mules 5.600.00 

Accounts Receivable 35.112.25 

.Bills Receivable 10.000.00 

Capital Stock— common • $ 50.000.00 

Capital Stock— preferred 100.000.00 

Coal Salis • 257.890.00 

Accounts Patabljb 12.500.00 

Surplus • , 17.700.35 

Depreciation on Buildings and Machinery 12.000.00 

8UPPUX8 8.240.00 

Pat RoLir-outside 24.701.50 

Pat Roll— inside 110.434^5 

Salaries — luperintendent, etc 6.000.00 

Salaries — office clerks 4.500.00 

Officb Expense 1.147.35 

General Expense 750.00 

Claims fob Injuries 4.000.00 

Insurance (expires July 1, 1900) 5.500.00 

Repairs to Building 4.075.00 

Repaibs to Construction 3.445.00 

Barn Expense 1.500.00 

Selling Expense 4.500.00 

Royalty Acoount 30.500.00 

Water 800.00 

Fuel 935.00 

Timber and Props 5.475.00 



$ 450.099.35 * 450.099.35 
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Problem 6— (Cont'd) 
The total output for the year was 132.300 tons. 

An examination of the books and records shows 
that the following charges had not been entered : horses 
and mules $ 2.200.00, car and mine rail account 
$ 1.450.00, claims for injuries $ 1.000.00. During the 
year the bookkeeper through error charged to inside 
construction $ 3.415.00 instead of to pay roll inside. 

The coal is mined on lease that averages 20 cents 
per ton. The inventory is as follows : timber and props 
$ 1.500.00, powder $ 555.00, oil, etc., $ 175.00. In pre- 
paring the above statements allowance for deprecia- 
tion on buildings and machinery may be considered at 
the rate of 5%. 

Prepare income and profit and loss account and 
balance sheet, as of the above date, showing gross 
earnings and net earnings, also the average cost per 
ton. 
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Practical Accounting 

SOLUTION AND ARGUMENT 

PROBLEM 6 

The first process to be performed in the solution of 
this problem is to prepare a skeleton ledger of the ac- 
counts appearing on the opening trial balance, using 
said trial balance as a posting medium as indicated in 
the first journal entry. 

The next step in order is to journalize the adjust- 
ments indicated in the question. The first adjustment 
deals with sundry purchases, which condition we as- 
sume has arisen through the bills having been received 
after the Trial Balance had been prepared, and too 
late for entry in the "Register of Purchase Invoices." 

If the examination of the books should show these 
purchases entered in January, 1909, it would become 
necessary to reverse Journal Entry No. 2 under date 
of January 1st, 1909. 

Journal Entry No. 3 deals with an error of prin- 
ciple in bookkeeping; which, if the same had been al- 
lowed to remain uncorrected, would have had the effect 
of capitalizing an amount of $ 3.415.00, which actually 
constituted a part of the cost of the company's output, 
and is therefore transferred to the account properly 
chargeable herewith. 

Journal Entry No. 4 provides for the depreciation 
called for in the problem. It may not be amiss to re- 
mark that, ordinarily, buildings and machinery would 
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Solution and Argument — Problem 6 — (Cont'd) 

not be depreciated at the same rate, — about 2% being 
considered a fair rate for the former, while 10% is more 
usual for the latter. 

Entry No. 5 transfers the inventories on hand at 
the close of the fiscal year to the related accounts for 
the current year, thereby diminishing the charges ap- 
plicable to operation and raising a corresponding asset 
value under the title of "Inventory" in the succeeding 
period. 

Entry No. 6 adjusts the royalties for taking the 
coal out of the ground. The quantity mined was 
132.300 tons, for which the owners of the land were to 
be compensated at the rate of twenty cents per ton, 
although the royalty account shows that $ 30.500.00 
was paid, presumably under an agreement providing 
that certain minimum payments must be made. The 
difference, therefore, between the amount of $ 26.- 
460.00 due for mining the year's output, and the amount 
paid, represents the purchase of the right to mine a 
proportionate quantity of coal at a future period, and 
is accordingly carried on the company's books as an 
asset representing a deferred charge to the cost of the 
output in a future period. 

Entry No. 7 deals with the deferred charge for un- 
expired insurance. The mere statement that the in- 
surance per trial balance $ 5.500.00 "expires July 1st, 
1909," is scarcely sufficient to make an adjustment of 
which one can be reasonably certain that it would re- 
flect actual conditions correctly. For the purpose of 
making an adjustment, it is assumed that $ 5.500.00 
represents the premium for a year on policies dated 
July 1st, 1908. 
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This would, of course, imply that the properties 
were either uninsured during the first six months of 
1908, or that the insurance was charged to the cost of 
properties in the course of construction. But there are 
at least two other possibilities. It may be that the 
properties were insured during the whole year, but the 
unexpired premium on January 1st, 1908, was not 
reflected in the accounts. 

In this case an adjustment would be required, debit- 
ing Insurance, and crediting Surplus, of prior period 
$ 2.750.00. It may also be that the unexpired insur- 
ance at January 1st, 1908, was properly adjusted; 
and that the debtor balance on Insurance Account 
$ 5.500.00 therefore represents the Unexpired Pre- 
mium as at January 1st, 1908 — $ 1.833.33, plus pre- 
mium for one year from 7 A/08— $ 3.666.67 constitut- 
ing the total as embodied in the question, — $ 5.500.00. 
In this case the deferred charge at December 31st, 1908, 
would be only $ 1.833.33, instead of $ 2.750.00. This is 
a matter which an accountant would have to investigate 
in actual practice before making his adjustment. 

After these journal entries are posted to the ac- 
counts in the skeleton ledger, the ledger will then re- 
flect the amended balances to be transferred to the 
statements called for in the problem. 

Since the problem requires us to establish the cost 
per ton, gross earnings, and net earnings, it will be 
necessary to state the income and profit and loss ao 
count in three sections : The first section, showing the 
cost of production, is charged with the cost of labor, 
supplies, royalties, and all other direct expenses con- 
nected with the cost of the output. This gives the cost 
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of mining 132.300 tons as $ 197.450.75 or $ 1.492 per 
ton; the second section shows the net proceeds of sales, 
$ 257.890.00, credited against this cost, which produces 
a balance representing gross earnings of $ 60.439.25; 
while the next section shows the selling, and the admin- 
istration and management expenses charged against 
these gross earnings, which leaves a balance represent- 
ing net earnings of $ 38.291.90. 

With this income and profit and loss account as a 
basis, the closing entries per Exhibit E can readily be 
prepared and posted; following which there will be 
open on the skeleton ledger only such balances as con- 
stitute elements of the balance sheet 

The balance sheet, Exhibit E, is arranged in a form 
preferred by credit-men, i.e., the current assets are 
grouped for ready comparison with the current liabili- 
ties. The difference between these two opposing ele- 
ments, if $ 35.866.75 represents the working capital 
of the company, shows it to be in a sound financial 
condition. 

The fixed assets are grouped opposite the capital, 
surplus, and reserves; and comprise the permanent in- 
vestment of the company's funds. 

Attached hereto and forming part of this answer 
are the following; viz: — 

Exhibit A — Journal Entries 
" B — Closing Entries 
" C— Skeleton Ledger 
" D — Income and Profit & Loss Account 
^ E — Balance Sheet 
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EXHIBIT A 

JOURNAL ENTRIES 
Entry 1 

Bundby Debits 400.099.35 

To Sundet Credits 450.099.35 

For the opening on a ikeleton ledger of the 
account titles and balances stated in the trial 
balance siren as a basis in the question, under 
date of December 3 1st, 1908, using said pro- 
forma trial balance as a posting medium. 

NOTE: 

The title "Depreciation on Buildings and Ma- 
chinery* ' has been changed to "Beserre for 
Depreciation on Buildings and Machinery." 



Entry 2 

Sundries To Accounts Payable 4.650.00 

Cae and Mine Bail 1.450.00 

h0b8e8 and mules . . . &200.00 

Claims foe Injuebs 1.000.00 

For charges not entered as disclosed by ex- 
amination of the records. 



Entry 3 

Pay Boll— Inside 3.415.00 

To Inside Consteuction 3.415.00 



For correction of error in charging item to 
wrong account 
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EXHIBIT A 

Entry 4 

Sundries To Reserve for Depreciation on 

Buildings and Machinery 7.700.00 
Depreciation— Buildings and Machinery ..... 7.450.00 

Depreciation— Office Building 260.00 

For estimated depreciation during the current 
▼ear as follows: 

Breaker AMach. i 145.000.00 at 5% * 7.250.00 
Blacksmith Shop 4.000.00 at 5% 200.00 

$ 7.450.00 

Office Building 5.000.00 at 5% 250.00 

i 7.700.00 

Entry 5 

Inventory— -December 31st, 1908, To Sundries. 2£30.00 

To Timber and Props L500.00 

" Supplies, as under: 780.00 

Powder * 555.00 

Oils, etc 175.00 

i 730.00 

For inventories as taken and stated in the 
Question. 

Entry 6 

Prepaid Royalties 4.040.00 

To Royalty 4040.00 

* For payment of royalty in excess of royalties 
chargeable, vis: 

Balance of Royalty Account $ 30.500.00 

Lees 

182.800 tons mined at 20c 26.460.00 

i 4.040.00 

Entry 7 

Unexpired Insurance 2.750.00 

To Insurance 2.750.00 

For unexpired insurance as under: 
Policies dated July 1st, 1908 and 

expiring July 1st, 1909 $ 5.500.00 

Leas 

Expired Period-Six Months 2.750.00 

i 2.750.00 
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EXHIBIT B 

CLOSING ENTRIES 



Incoms and Pbofit and Lob* To Sundries 197*450.75 

To Supplies 7.510.00 

" Pat Boll— Outside 84.701.50 

" Pat Boll— Inside 113.849.25 

" BIPAIB8 to Buildings 4.075.00 

" B1PAIB8 to Oonstbuction 8.445.00 

" Babn Expbnss 1.500.00 

" Botaltt 86.460.00 

" Watbb 800.00 

" Fubl ... 985.00 

" TiHBnt amd Piops 8.975.00 

" Insubancb — ( Expired Premiums) 8.750.00 

" Dspbsoiation on Bldob. k Maoh. 7.450.00 

Tor cost of production of coal mined, raised, 
and loaded on ears, etc.. for period ending 
December 31st, 1908. 



Inooms and Pbofit and Loss To Sundries.... 88.147.85 

To Salabub of Supbbintbndbnt, etc. 6.000.00 

" 8ALAEH8 of Offigb Clbbu 4*500.00 

" Offiob Expbnss 1.147.85 

" Claims fob Injubdm 5.000.00 

" Obnbbal Expbnsx 750.00 

" sblling expxn8b 4*500.00 

" Dbpbbciation on Officb Bldm... 850.00 

For administrative and management, and sell- 
ing and distribution expenses during the period 
ending December 31st, 1908. 



8 ALBS 857J90A0 

To Inoomb and Pbofit* and Loss 857.890.00 

For total proceeds from sales of coal during 
the period ending December 81st, 1908. 



INOOMB AND PBOFIT AND LOSS 38J9L90 

To Subplus 88J9L90 



For transfer of net profits earned during the 
period ending December 81st, 1908. 
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EXHIBIT 

SKELETON LEDGER 
CASH 

1908 

Dee. 31 To Balance ... $ 5.674.50 



BREAKER AND MACHINERY 

1908 

Dee. 31 To Balance ... % 145.000.00 



OFFICE BUILDING 

1908 

Dee. 31 To Balance ... $ 5.000.00 



BLACKSMITH SHOP 

1908 

Dee. 31 To Balance ... % 4.000.00 



INSIDE CONSTRUCTION 

1908 1908 
Dee, 31 To Balance ... $ 15.675.00 Dee. 31 Br Pat Roll 



Inside... * 3.415.00 
" Balance ... 12.260.00 



$ 15.675.00 $ 15.675.00 



1909 

Jan. 11 To Balance ... $ 12£60.00 



CAR AND MINE RAIL ACCOUNT 
1908 1908 

Dee. 31 To Balance ... $ 7.534*50 Dee. 31 Br Balance ... $ 8.98440 
" Accounts 

Payable L450.00 



* 8.984JH) $ 8i984JH> 



1909 

Jan. 1 To Balance ... $ 8.984*50 
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EXHIBIT 

HORSES AND MULES 

1908 1908 

Dec 31 To Balance ... $ 5.600.00 Dee. 81 Br Balanob . . . $ 7.800.00 
" Accounts 

Patabls 2.200.00 



1909 

Jan. 1 To Balanob ... $ 7.800.00 



AOOOUNTS RECEIVABLE 

1908 

Dee. 81 To Balanob ... I 85.112.25 



BILLS RECEIVABLE 

1908 

Dee. 81 To Balanob ... $ 10.000.00 



$ 7.800.00 * 7.800.00 



CAPITAL STOCK — Common 
1908 

Dee. 81 Br Balanob ... $ 50.000.00 



CAPITAL STOCK— Preferred 
1908 

Dee. 81 Br Balanob ... $ 100.000.00 



COAL SALES 

1908 1908 

Dee. 81 To Inc. 4b P.&L. Dee. 81 Br Balanob ... $ 257J90.00 
Account $ 257.890.00 



SALARIES — Superintendent, ete. 



1906 1908 

Dee. 81 To Balanob ... $ 6.000.00 Dee. 31 Br P.4L. Acer. $ 8.000.00 
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EXHIBIT 

SALARIES— Office Olerki 

1908 IMS 
Dte.81 To Balance ... $ 4JW0.00 Dee. 31 Br P.AL. AOOT. $ 4.500.00 



OFFICE EXPENSE 

1908 1908 
1)06.81 To Balance ... * L147.35 Dee. 31 Br P.4L. Acor. $ 1.147.35 



GENERAL EXPENSE 

1908 1908 
Dee. 31 To Balance ... $ 750.00 Dee. 31 By P.6L. Acer. $ 750.00 



CLAIMS FOR INJURIES 



1908 1908 

Dee. 31 To Bjulnob ... t 4.000.00 Dee. 31 By P.AL. Acer. $ 5.000.00 
" Aoooumt 

Payable 1.000.00 



$ 5.000.00 $ 5.000.00 



INSURANCE 

1908 1908 
Dee. 31 To Baling* ... $ 5.500.00 Dec 31 By Unexpired 

IN8UEANGE 

ear'd down $ 2.750.00 

" lNO.4bP.ftU 2.750.00 



$ 5.500.00 $ 5.500.00 



1909 

Jan. 1 To Unizpibbd 
Premium 

brt down * 2.750.00 



SESSB 



ACCOUNTS PAYABLE 
1908 1908 

Dee. 31 To Balance! ... $ 17.150.00 Dee. 31 By Balance ... $ 12.500.00 

" Sundries .. 4.560.00 



* 17.150.00 * 17.150.00 
1908 

Jan. 1 By Balangb ... $ 17.150.00 
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EXHIBIT 

SURPLUS 

1908 1908 

Dec. 31 To Balance ... $ 56.001.25 Jan. 1 By Balance ... $ 17.709.35 

Dec 31 " lNC.6P.4bL. 38.291.90 



$ 56.001.25 $ 56.001.25 



1909 

Jan. 1 By Balance ... $ 56.001.25 



RESERVE FOB DEPRECIATION ON BUILDINGS AND MACHINERY 
1908 1908 

Dee. 81 To Balance ... 9 19.700.00 Dee. 31 By Balance ... 9 12.000.00 

" Dep. Bldg.A 

Machinery 7.700.00 



9 19.700.00 $ 19.700.00 



1909 

Jan. 1 By Balance ... $ 19.700.00 



SUPPLIES 
1908 1908 

Dee. 31 To Balance ... $ 8.240.00 Dee. 81 By Inventory. . $ 730.00 

" Inc. ARAL. 7.510.00 



9 8.240.00 $ 8.240.00 



PAY ROLL — Outside 
1908 1908 

Dee. 31 To Balance ... 9 24.701.50 Dee. 31 By Inc.AP.AL. $ 24.701.50 



PAY ROLL— Inside 

1908 1908 

Dee. 81 To Balance ... 9 110.434.25 Dee. 31 By Inc.AP.AL. * 113.849.25 
" Inside 

Oonstbuct. 3.415.00 



9 113.849.25 $ 113.849 M 



REPAIRS TO BUILDINGS 
1908 1908 

Dee. 81 To Balance ... 9 4.075.00 Dee. 31 By Inc.AP.AL. $ 4.075.00 

i.i 'i ill i m 1 1 =3 BnosaBBa 
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EXHIBIT C 

REPAIRS TO CONSTRUCTION 

1*08 1908 
Dee. 81 To Balance ... 8.445.00 Dee. 81 Br InoAP.AU 8.445.00 



BARN EXPENSE 

1908 1908 
Dee. 81 To Balance ... * L500.00 Dee. 81 Br Ino.AP.AI* L500.00 



SELLING EXPENSE 
1908 1908 

Dee. 81 To Balance ... $ 4JS00.00 Dee. 31 Br Ino.AP.AL. 4JS00.00 



ROYALTY ACCOUNT 

1908 1908 
Dee. 81 To Balance ... $ 80.50040 Dee. 81 Br Pixpaid 

ROYALTttfl $ 4.040.00 

" Inc.AP.AL. 86.480.00 



$ 80.500.00 $ 30.500.00 



WATER 

1908 1908 

Dee. 81 To Balance ... $ 800.00 Dee. 81 Br Ino.AP.AL. $ 800.00 



FUEL 

1908 1908 

Dee. 81 To Balance ... $ 985.00 Dee. 81 Br Inc.AP.AI* * 985.00 



TIMBER AND PROPS 
1908 1908 

Dee. 81 To Balance ... * 5.475.00 Dee. 81 Br Invenvobt.. $ L500.00 

" INaAP.AL. 8.975.00 

, $ 5.47540 $ 5.47540 
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Exhibit C 

PREPAID ROYALTIES 

1908 

Dte»31 To Rotai/ty 

Aooomrr $ 4.040.00 



INVENTORY 



1.500.00 
730.00 



$ 2.230.00 



DEPRECIATION— BUILDINGS AND MACHINERY 

1008 1908 
Dec. 81 To Rxs. rat Dee. 31 Br TsQ.&F.kU * 7.450.00 

DvBioiAnoK $ 7.460.00 



DEPRECIATION— OFFICE BUILDINO 
1908 1908 

Dec81T6Ru.ro Dee. 31 BtP.AI* Aoot. $ 250.00 

Depimxaiion $ 250.00 



1908 

Dee. 81 To Tnm 

PMP8 $ 

" SUPFLDM ... 
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Exhibit D 

INCOME AND PROFIT 
For the period beginning January 1st, 1908, 



1908 
Dec 31 

To SUPPLIES $ 7.510.00 

" PAY BOLL— Outride 24.701.50 

" PAY BOLL — Inside 113.849.25 

" BEPAIBS TO BUILDINGS 4.075.00 

" BEPAIBS TO CONSTBUCTION 3.445.00 

" BABN EXPENSE 1.500.00 

" ROYALTY 26.460.00 

" WATEB 800.00 

" PUEL 935.00 

" TIMBEB AND PBOPS 3.975.00 

" INSUBANCE EXPIRED 2.750.00 

" DEPRECIATION OP MACHINERY AND BUILDINGS. . . 7.450.00 

$ 197.450.75 



" COST OP PRODUCTION— brought down * 197.450.75 

" GBOSS EARNINGS^-carried down 60.439.25 

$ 257.890.00 



SALARIES — Superintendent 6.000.00 

OFFICE CLERKS 4.500.00 

OFFICE EXPENSES 1.147.35 

GENERAL EXPENSES 750.00 

CLAIMS FOR INJURY 5.000.00 

SELLING EXPENSES 4.500.00 

DEPRECIATION OF OFFICE BUILDING 250.00 

BALANCE, — being Net Earnings— carried down 38*291.90 



$ 60.439.25 
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AND LOSS ACCOUNT 

and ending December 31st, 1908 

1908 
Dee. 31 

By BALANCE,— being Cost of Production of 132.300 tom at 

an average coat of $ 1.492 per ton, carried down $ 197.450.75 



$ 197.450.75 



Br SALES $ 257.890.00 



$ 257.890.00 



BY GROSS EARNINGS,— brought down , $ 60.439.25 



$ 60.439.25 



1909 
Jan. 1 

By BALANCE * 38.291.90 
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¥1YH > mT E 

THE X Y Z COAL 
GENERAL 



Assets 

CURRENT ASSETS, — 

Cash $ 5.674JH) 

Accounts Receivable 35.112.25 

Bills Receivable 10.000.00 

Inventories: 

Timber and Props 1.500.00 

Supplies 730.00 2.230.00 

TOTAL CURRENT ASSETS 
DEFERRED ASSETS,— 

Prepaid Royalties $ 4.040.00 

Unexpired Insuianci 2.750.00 

TOTAL DEFERRED ASSETS 
FIXED ASSETS,— 

breaker and machinery $ 145.000.00 

Office Building 5.000.00 

Blacksmith Shop 4.000.00 

Inside Constbuotion 12.260.00 

Cabs and Mine Rails 8.984.50 

Hobses and Mules 7.800.00 

TOTAL FIXED ASSETS 



as at 



$ 53.016.75 



* 6.790.00 



* 183.044.50 



$ 242.851.25 
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MINING COMPANY 
BALANCE SHEET 
December 31st, 1908 

Liabilities 
CURRENT LIABILITIES,— 

Accounts Payable $ 17.100.00 

Note: 

OUIBKNT A88ST8 53.016.75 

Lest 

Current Liabilities 17.150.00 

WORKING CAPITAL 35.866.75 

CAPITAL STOCK,— 

Preferred Stock $ 100.000.00 

Common Stock 50.000.00 

TOTAL STOCK CAPITAL $ 150.000.00 

RESERVES AND SURPLUS,— 

Reserve fob Depreciation of Bldgs. & Mach. $ 19.700.00 
Surplus— 1/1/08 17.709.35 

Net Earnings, — 

per Income and P. So L. Account. 38.291.90 56.001.25 

TOTAL RESERVE AND SURPLUS $ 75.701.25 



$ 242.851.25 
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THE FOREGOING SOLUTIONS TO THE PROBLEMS 
HAVE BEEN PRESENTED WITH ACCURACY, AND 
NICETY OP ACCOUNTING EXPRESSION, WHICH IT 
IS EARNESTLY URGED UPON THE STUDENT-READER 
TO OBSERVE AND REMEMBER. THE ANSWER TO A 
PROBLEM IS ONLY HALF COMPLETED WHEN THE 
ACCOUNTANCY REQUIREMENTS AS TO PRINCIPLE 
HAVE BEEN WORKED UP; FOR THE TECHNICAL 
PRESENTATION OF THE FACTS IN ORDERLY, INTEL- 
LIGENT AND SIGNIFICANT SEQUENCE, AND SET-UP, 
IS QUITE AS IMPORTANT AS THE FUNDAMENTAL 
PROCESSES OF REASONING AND RESULTS. 
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THE CONSTRUCTIVE RECOMMENDATIONS OON- 
CEBNING AUDITING PROCESSES ARM THE STU- 
DENT-READER WITH AN AUTHENTIC "BOOK OF 
INSTRUCTION 9 9 WITH WHICH TO EMBARK UPON 
PRACTICAL FIELD WORK. EVERY ACCOUNTANT 
EVOLVES HIS OWN MODUS OPERANDI AS THE TEARS 
PROCEED, JUST AS EVERY CRAFTSMAN WIELDS HIS 
TOOLS ACCORDING TO HIS OWN INITIATIVE; YET 
IN THIS WORK WILL BE FOUND A WELL-DEFINED 
PLAN UPON WHICH TO PROCEED: A FRAMEWORK 
UPON WHICH TO BUILD ONE'S OWN INDIVIDUAL 
EXPLOITATION AND EXPRESSION. 
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THE-MO-DEX 

| Editorialettes epitomizing and elucidating contents | 



AUDITING 

Q. 1 — The question directs the student to outline the 
objects of an audit: a matter fraught with much detail and 
interest, The answer depicts in a general manner the ob- 
jects, purposes and scope of audits, and shows how the 
attendant circumstances of any specific commission governs 
the manner in which an audit is planned and carried out. 

It shows the difference between administrative and inde- 
pendent audits, and the purposes accomplished by each, — 
when and by whom conducted, — the authenticity of both, — 
and the utilization in the business of the results of both. 

Q. 2 — This question deals with the essential elements 
of a cash review, embracing a consideration of the receipts, 
payments and cash balance. The answer takes up the vari- 
ous steps of procedure in a cash audit, showing the out- 
standing points of interest in bringing the cash audit up 
to any given focal date, — establishing the opening balance, 
— verification of interim transactions,— etc. It also shows 
how a cash review differs with regard to financial institu- 
tions, — how the same would be conducted, — what constitutes 
authentic vouchers, — etc. 

Q. 3 — This question deals with the outstanding points of 
interest latent in a reconciliation of cash, — more particu- 
larly with reference to the procedure which is to be followed 
by a client month by month in preparing the way for the 
auditor, and rendering the work of the latter more effica- 
cious and less expensive and time-consuming, The answer 
shows just how such reconciliation may best be effected, 
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and gives a detailed outline of what points should be em- 
bodied in a pro-f orma procedure to be given to a client for 
direction and guidance of his office force in producing sig- 
nificant results. U Such direction on the part of clients is 
most important, and works to the advantage of both client 
and auditor. 

Q. 4 — The important features characterizing a cash 
audit, during the absence of the bookkeeper, forms the en- 
gaging topic of this question; and, since in such instances 
the integrity of the bookkeeper is most often at stake, ex- 
treme caution is necessary in actual practice, while at ex- 
aminations the answers must be carefully thought out. 
flThe answer outlines just what steps are to be taken, — 
just what details are to be investigated with regard to the 
records, cash, vouchers, etc., — how the relation of account- 
ing facts and records are to be inquired into, — and the part 
which properly systematized accounts play in such an audit 
and investigation. 

Q. 5— The complications arising out of an installment 
purchase of machinery is the theme around which this ques- 
tion centers; and the student is called upon to outline the 
procedure of an accountant in preparing business and finan- 
cial statements which would mirror the installment pay- 
ments made on account of the same, — the asset value in the 
machines contingent upon final payment, — and the royalties 
based upon their production, The answer takes up the 
points to be considered by an auditor, and how all inherent 
transactions would be treated in the accounts, — involving 
default in installment payments, — royalties on production 
of machines,— out-put and out-go of such production, etc. 

It is a very interesting answer, replete with accounting 
knowledge and information. 

Q. 6 — The objects and purposes of an analysis of the 
bills payable account creates an interesting topic in this 
question, and the student is required to give an outline of 
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the accounting procedure incident to an analysis of such 
account, and the results accomplished thereby, ft The an- 
swer outlines the procedure where no bill-book is conducted, 
and the journal and cash book are pressed into emergency 
service, as well as in other instances where a bill-book is 
conducted, It depicts how a bill-book may be designed to 
show significant detail with reference to notes payable and 
how the same may be governed and co-ordinated with ready 
receipts. flThe answer throws light on such important 
issues as: bills issued, — bills paid, — and bills falling due, — 
credit risks, — contingent liabilities, — and many other fea- 
tures of accounting information. 

Q. 7 — This question gives the student an obviously good 
chance to show up his knowledge of accounts and accounting 
procedure, It deals with the instructions which a prin- 
cipal (an accountant) would issue to a junior assistant who 
was about to shoulder the responsibility of an audit, Only 
generalities may be dealt with, of course; yet the answer 
has taken up many points of theory and accounting eco- 
nomics which will be found of value by students, and sup- 
plies, moreover, a brief outline, summarizing the duties of 
an auditor and how he would proceed to carry out the in- 
structions of his senior, thoroughly and explicitly. 

Q. 8 — The working papers are to an auditor what the 
building plans are to an architect; which, when the con- 
structive work is done, are painstakingly filed away for ref- 
erence. The question is wrought to test out the student's 
familiarity with the subject of working papers and their 
vital importance, purposes, and scope, The answer out- 
lines the importance of creating proper working papers in 
the instance of a first audit, — and describes how to employ 
the same in subsequent audits, — how to apportion detailed 
work to subordinates, and how the latter shall report to 
principal upon the same, from day to day. In short the 
answer discusses the importance of creating and filing 
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accounting working papers, and how the responsibility of 
an audit is to be distributed and borne between principal 
and assistants. 

Q. 9 — The student is required in this question to set 
forth the precautions which would be attendant upon an 
audit of the securities of an insurance company, both ne- 
gotiable and non-negotiable ; and, since no governing work- 
ing conditions are set forth, the student must draw upon his 
own imaginative powers to create a situation and elabo- 
rate upon the same, That is what has been accomplished 
in the answer, and the student finds valuable information 
on the score of how preliminary lists of securities are pre- 
pared by auditors, — how audits are conducted, — precau- 
tions to be taken in the verification of dividend paying se- 
curities, — interest paying securities, etc., — and the manner 
in which such securities are maintained in the accounts to 
arrive at interest payments and dates of redemption, Al- 
together it is a most practical and interest sustaining dis- 
cussion. 

Q. 10 — This question delves into the intricacies of the 
audit of branch accounts, and the administration of branch 
concerns throughout the country, and the student is to fol- 
low the trail of the traveling auditor, devising ways and 
means of control reports, and expedients. flThe answer 
throws much practical enlightenment upon the subject of 
branch administrative control and accounts, Important 
situations are analyzed and recommendations for control 
are given; as well as also pro-forma accounting expedients 
for such vital factors as: sales— charge and credit;— cash 
receipts and payments; — weekly reports; — advice of ship- 
ments; — credits and refunds; — balance sheet, etc. flThe 
argument is of compelling interest and practical service. 

Q. 11 — This question leads the student into the by-paths 
of trustees 7 accounts, and requires him to show with what 
important features an auditor would occupy himself in 
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making up a report for a life tenant in an estate, and to do 
which he had been employed by such beneficiary, The an- 
swer is comprehensive and enlightening and brings out 
many important accounting features latent in reports upon 
estate accounts, fl Salient among such features are the ad- 
ministration of revenue, — how the reports are prepared for 
a life tenant, — how principal must be kept intact for re- 
mainderman, — final accountings, — investment of principal 
after disposition of old property and acquiring of new, etc., 
etc. 

Q. 12 — Interesting sidelights are thrown upon the sub- 
ject of branch accounts in this question, concerning the 
points of procedure which would be followed up by an audi- 
tor, selected in the locality of the branch, to report to the 
auditor in charge of the home office, The answer is re- 
plete with practical information and suggestions,— outlin- 
ing how branch accounts would appear on the books of the 
home office in small concerns, — and to what extent the same 
would be amplified in extensive concerns with large opera- 
tions ; — it shows how in both instances the accounts of the 
branch would be co-ordinated with those of the home office, 
— how administrative and economic control would be insti- 
tuted over both houses, — how statements would be prepared, 
— and many other engaging features of practical interest. 

Q. 13 — The question upturns an interesting phase of ac- 
counting procedure and ethics, and shows how the same may 
be viewed from the angle of both the auditor and that of 
the client. flWe are told that a trusted office manager is 
in the habit of systematically over-drawing his monthly 
salary account, but that the end of the fiscal period, just 
before the time of the regular audit, finds his account fully 
reinstated within legitimate confines. flThe answer dis- 
cusses generally the principles obtaining as to whether or 
not such personal accommodations must be reported in the 
report of the auditor, and the circumstances which make it 
necessary in most instances. 
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Q. 14 — The verification of a balance sheet, with particu- 
lar references to obvious losses latent in accounts receiv- 
able, forms the topic of this purposeful accounting question, 
fit requires an exposition of the position of an auditor, 
who, while making constructive recommendations, finds that 
the client is adverse to carrying them out. fl This answer 
gives a forceful argument on the accounting theories and 
principles latent in the question, and tenders a pro-forma 
draft of the report of an accountant under such circum- 
stances. 

Q. 15— The question is one which is of interest and im- 
portance to all students of accountancy, centering around 
the structural make-up of an accountant's report to his 
principal The answer outlines step by step how each 
avenue of inquiry is to be followed up in an audit, and how 
the findings and conclusions, criticisms, and recommenda- 
tions are embodied in the report, in order to make the same 
at once enlightening, intelligible and significant, A pro- 
forma draft of report is also given for further exemplifi- 
cation. 
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QUESTION 1 
State the objects to be attained by an audit. 



ANSWER AND ARGUMENT 
N audit may be considered as one or the other of 



two distinct expedients, each having a different 



object in view. In the first instance an audit may 
be the examination of a claim for the purpose of estab- 
lishing its authenticity and propriety as a preliminary 
to its payment; and in the second instance, an audit 
may be constituted by a review of the accounts of a 
business for the purpose of establishing their accuracy, 
as well as fidelity of employees, trustees or custodians, 
and further determining and verifying the results of 
the business operations, and the condition of the estate 
as measured by its assets and liabilities. 

The audit of a claim is usually performed by a 
qualified employee of the debtor organization, and it 
is therefore called an "administrative" or "internal" 
audit, as distinct from what is known as an "inde- 
pendent" audit of the accounts by a public practitioner. 

An auditor of claims need not be necessarily a 
skilled accountant. His inquiry is directed solely to 
the merits of the demand of the immediate creditor 
whose claim is before him, and which will be either 
rejected, modified, or admitted as an obligation for 
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Answer and Argument — Question 1 — (Cont'd) 

settlement and satisfaction upon his findings. His 
audit must confirm the regularity of the claim as to 
first: authorization, second: performance, and third: 
conformity with the contract respecting its satisfactory 
fulfilment and with reference to stipulation of compen- 
sation or price, as the case may be. 

If the claim is in order, it becomes upon completion 
of such audit what is legally known as a "liquidated 
claim"; and, according to accounting nomenclature, 
constitutes an admitted and payable obligation, and a 
sufficient authority for an entry upon the books. The 
term " liquidated" in accountancy signifies paid, satis- 
fied, or disposed of ; while in law it means "settled" to 
the extent of being legally established and confirmed, 
and payable, — if not already paid. 

A review of the transactions of a business by a pub- 
lic professional accountant during a prescribed time, 
and a verification of the value of its assets and extent 
of its liabilities at intervals, is what is commonly under- 
stood by the term "independent audit," and its object 
is primarily detailed and significant information con- 
cerning the status quo of a business, and which may or 
may not include expert advice. 

The nature of the information desired constitutes 
characteristically the subject of inquiry, and accord- 
ingly determines the period to be covered by the re- 
view, and the lines upon which the accountant is to 
conduct his examination. 

The specific inquiry may relate to the extent of an 
actual or suspected embezzlement on the part of trusted 
and dishonest employees or to any kind of malversation 
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or misconduct with reference to the conduct of the ae* 
counts. It may relate to the causes responsible for 
losses sustained in connection with operations which 
normally should have yielded expected profits, with a 
view to correcting the cause when discovered. It may 
relate to the status of a business, as revealed by a 
scrutiny of its assets and liabilities, and of its earning 
power as deduced by calculations based upon the profits 
of past years, possibly with a view to its sale, incor- 
poration, or merger with other concerns of a like char- 
acter. 

It would be possible to enumerate an almost un- 
limited number of specific objects ; but the most preva- 
lent purpose in such an audit is precautionary, and is 
designed more to prevent than to correct irregularities. 
It is instituted periodically for the purpose of obtain- 
ing the accountant's certificate as to the accuracy of the 
balance sheet and revenue account, and in certification 
of the fact that the transactions during the period ex- 
amined are in order and properly recorded on the 
books of the business. 
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QUESTION 2 

State the steps necessary to verify the cash re- 
ceipts and payments for a period, including the 
resultant cash balance. 



ANSWER AND ARGUMENT 

The two main facts to establish in the audit of a 
cash account are that the record of receipts and pay- 
ments is true, and that the resultant cash balance is 
produced in money, either by proper evidence that it is 
on deposit in the bank or by physical count. 

The balance at the beginning of the period must be 
proven as absolutely as the integrity of any of the re- 
ceipts; since, generally speaking, the opening balance 
of the current period is a receipt from the previous 
period, and bears the same relation to determining the 
final balance as does each intervening transaction. 

Where the previous period was audited the opening 
balance was naturally at that time established by the 
same process as is the current balance on the present 
occasion; but, in the absence of the opening balance 
having been established by the auditor, the proof of all 
intervening transactions, and the correctness of the 
final balance, will of necessity prove the opening bal- 
ance. This principle is frequently employed in estab- 
lishing the final balance at a time some days subse- 
quent thereto by counting the cash at the moment, and 
proving all transactions subsequent to the focal date, 
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which proves the balance at the close of the audit with 
respect to other considerations. 

A cash audit must always be brought down to the 
moment of actual verification or count, and such veri- 
fication or count is frequently made the first process 
even before the verification of any records. The audit 
is then brought up to the day of count and must prove 
to a like result. In the more highly organized business 
institutions there is no loose cash or currency involved ; 
and the cash balance, and bank balance, after deduct- 
ing all existing drafts or checks, is the same. 

In a bank or in an institution dealing in money, 
however, the balance consists in the main of actual bills 
and specie in large amounts, which must be counted 
and verified at the close of the day on which the audit 
commences, and sometimes on the moment of the audi- 
tor 's arrival on the scene* 

Next to establishing the opening balance, is the veri- 
fication of the integrity and propriety of each recorded 
receipt and payment. This is done by comparing them 
with the documents authorizing the same, whatever 
they may be, and which are called the "vouchers" or 
" instruments' ' of audit. 

Certificates of deposit, bank books, deposit slips, 
credit postings to account, and settlement statements, 
constitute vouchers of receipts; while returned checks, 
bearing payee's indorsement, cancelled notes and ac- 
ceptances, and receipted invoices, constitute a very fa- 
miliar type of payment vouchers; except that in the 
case of treasurers of organizations, the only good and 
sufficient voucher is a warrant signed by the proper 
officials. 
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Auditing 

QUESTION 3 

I Draft instructions for client to follow in monthly I 
reconciliation of cash, as basis for your audit. | 

ANSWER AND ARGUMENT 

Apart from the purely technical or academic fea- 
tures of an audit, which relate to accounting system 
and procedure, financial policy, and similar economic 
considerations, the main purpose of an audit is to 
verify the book records of transactions by comparing 
them with the authorizing documents, and such other 
evidence as may be necessary to demonstrate or prove 
their accuracy and propriety. 

Such evidence will in general instances compre- 
hend the returned vouchers from the bank, together 
with the bank's statement of deposits, withdrawals, 
and balance ; the receipted invoices of vendors ; the bills 
receivable on hand; and such contracts, orders, leases 
and other documents as may facilitate confirming 
prices, terms, and stipulations concerning the transac- 
tions recorded. 

It is at once apparent that the conduct of the audit 
will be facilitated or delayed to the degree in which 
these documents are systematically preserved and filed, 
or are allowed to become disarranged, mislaid, or lost. 
In like manner, it is equally important that the books 
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be currently written up ; the cash book properly closed ; 
the bank account balanced, and the returned bank 
vouchers procured and put in order; preliminary to 
the making of the audit. 

As such work is essentially administrative, and 
should be incorporated as part of a well organized cur- 
rent routine, it follows that the same may with more 
facility be done at the direction of the client, because 
of unrestricted time and further an intimate knowledge 
of detail, than by the accountant whose time is more 
costly to the client. 

The client might justly complain if he found the 
accountant engaged with such matters of routine at a 
per diem charge, when they may readily be attended to, 
in advance of the audit by the client's clerks, and the 
progress of the audit thus be greatly facilitated and 
its costliness minimized. 

It is therefore customary, where the client purposes 
to prepare the way for the audit, to write him a letter 
of instruction, outlining a detailed procedure, directly 
applicable to his specific requirements; and, while such 
instructions would necessarily vary in every case, the 
following are fairly representative of the ground to be 
covered, viz: — 

(a) To have the books written up, and posted for the 
entire period to be covered by the review, and the cash book 
written np to date. 

(b) To have the pass books of the several bank accounts 
balanced ; or where such is not the custom of the bank, to have 
' * statements of account" prepared; and to have the check 
books reconciled in each instance by a list of outstanding or 
uncleared checks. 
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(c) To have a list of all bills receivable prepared, — with 
the original notes available for inspection* 

(d) To have all other vouchers of the nature of contracts, 
policies, invoices and orders in their proper files, and in such 
order as to render them available for scrutiny. 

(e) To have schedules of "receivable" and "payable" 
accounts prepared, footed, and agreed with their respective 
general ledger controls. 

(f ) If at the end of a fiscal period, to have proper inven- 
tories prepared, valued, and totalled; unless the same are 
deducible from controlling accounts in the cost ledger, verified 
by schedules of the stores and stock ledgers conducted. 

(g) To prepare a trial balance of the general ledger, and 
locate all bookkeeping errors necessary to establish a perfect 
equation. 



It is well to remark that under the ethics of ac- 
counting a professional auditor will not undertake the 
audit of books which are out of balance by reason of 
undiscovered errors. If the client cannot put his books 
in balance, the accountant will undertake to adjust the 
same at a per diem basis, before entering into any con- 
tract for an audit, which is usually done at a stated fee. 
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QUESTION 4 

In the case of m unexplained absence of a booh' 
keeper who has had the entire charge of a set of 
partnership books, state the steps that should be 
taken to determine whether or not irregularities 
had been committed. 



ANSWER AND ARGUMENT 

It is presumed in this question that the unex- 
plained absence of the bookkeeper has been ascribed to 
the flight of an embezzler, and the audit has been de- 
termined upon in consequence, and for the main pur- 
pose of determining the extent of his defalcation. The 
bookkeeper is suspected of guilt, and the accountant's 
undertaking is to ascertain whether he is guilty, and 
to what extent. 

The audit would accordingly be directed to such 
line of inquiry as would disclose the misappropriation 
of funds, and the expedients resorted to in an attempt 
to disguise the fact for the time being. This would 
accordingly require a careful examination into all re- 
ceipts and disbursements ; the examination of vouchers ; 
the checking of accounts ; and a scrutiny of settlements 
in connection with each receipt from customers, or pay- 
ment to creditors* 

It would be necessary to prove that every credit 
to an obligor was properly accounted for by cash, 
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discount, return or allowance ; and that every payment 
to a creditor was in liquidation of a properly authorised 
expenditure) and a duly verified claim. 

In extreme cases the accountant frequently finds it 
necessary to transmit statements of account to all 
debtors and creditors of the business for their indi- 
vidual confirmation and return to the auditor privately ; 
since this is conceded to be the most efficacious method 
of establishing whether the accounts as appearing on 
the ledger are absolutely to be relied upon, even after 
they appear to be liquidated and closed. A great deal 
depends, however, on the adequacy of the accounting 
system employed, and its susceptibility to audit. 

In a poorly conceived and carelessly operated sys- 
tem, the material by which to establish either a defal- 
cation, or its extent, may be altogether missing; and 
there being no substance upon which to work, the clients 
may be called upon to stand their loss as a penalty for 
the contempt, or perhaps only indifference, in which 
they hold accountancy, and its importance as a business 
safeguard. 

In a well conceived system and procedure, all er- 
rors come at once to the surface, and it becomes .merely 
a matter of detecting them by proper accounting proc- 
esses and ascertaining the sum total result. Under 
a well-advised and properly conducted plan, the books 
are under continuous audit, and irregularities are im- 
possible at the outset. The only way in which an em- 
ployee may steal under proper conditions is to grab it 
and run; the possibilities of which may require him to 
negotiate more immediately with a policeman than an 
accountant. 
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QUESTION 5 

The macMnery used by a firm has been purchased 
on the installment plan, with monthly payments, 
and under the stipulation that the title shall pass 
only when the last payment has been made; at the 
close of the fiscal year there are yet several pay- 
ments to be made. The firm also pays a royalty 
on the output of some of the machines secured by 
this plan. How should the auditor in his annual 
statements deal with the macMnery, the install- 
ments paid, and the royalty f 



ANSWER AND ARGUMENT 

Purchase installments paid are capital outlay, and 
in this instance would occasion an asset on the balance 
sheet, under the title "machinery — installments paid." 

In the event of default in payment of succeeding 
installments, the machinery would be repossessed by 
the vendor, and the installments already paid, or such 
proportion of the same as was provided in the con- 
tract or sale would be construed as rental, and ac- 
cordingly forfeited. These details are matters of 
stipulation, however, and admit of a wide variety of 
terms, contingent upon the character of the machinery, 
its rates of depreciation, and other governing condi- 
tions in each case. 
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In any event, the accountant can only consider the 
actual outlay to date, or the amount of installments 
paid ; and, until the succeeding installment is due, there 
is no liability, or any occasion for a reserve, or any 
other recognition of the approaching payment — until 
it falls due. A notation on the balance sheet stating all 
the facts will be in order, however, to apprise possible 
prospective investors of the requirements of capital. 
If the full cost price of the machinery were stated as an 
asset, and the unpaid installments as liability or re- 
serves, it would imply that purchases had been consum- 
mated and title acquired, which is not the case. The 
only facts to be considered are that capital outlay has 
been made in the cumulative amount of the installments 
already paid, and that a certain amount of capital will 
be needed to meet future installments. The resulting 
asset is accordingly in the nature of an investment in a 
purchase not yet consummated, and subject to the ful- 
filment of an unperformed contract before the invest- 
ment will become a title to property. 

In the meantime, however, a reserve for deprecia- 
tion by wear and tear will be a proper charge against 
revenue, if a basis for its calculations obtains. This 
would apply with equal force, whether the machinery 
had been bought outright, or was in process of being 
acquired. When the last payment is completed and 
ownership secured, it may be found that the property 
has deteriorated in value by use and is worth less than 
cost. Such waste, however, should have been spread 
over the period during which it actually occurred by 
systematic reserve for depreciation. 
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The question of royalty on output, however, is quite 
a different matter, and arises in consequence of operat- . 
ing under patents or copyrights owned by others than 
ourselves, and whom we must pay a compensation for 
granting us such privilege. 

It is important to observe, however, the distinction 
between output and outgo. Where articles are made 
upon order, and the quantity produced and sold is 
identical, the output and outgo are equal. Articles are 
frequently manufactured, however, in anticipation of 
sales, and the output is accordingly greater than the 
outgo; while, on the other hand, the sales may exceed 
the production of the stock on hand — in which case 
the outgo exceeds the output. Output signifies pro- 
duction. Outgo signifies disposition. 

Royalties on output constitute an item of " on-cost/ 9 
Royalties on outgo constitute an "over-head," — (sell- 
ing and distribution expense) . Royalties are generally 
paid on output where the data is obtainable, and only 
on outgo when equal to output, or the most available 
measure of quantity. 
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QUESTION 6 

State the method and the objects of m analysis of 
bills payable account. 



ANSWER AND ARGUMENT 

The method of analyzing the bills payable account 
would differ according to the magnitude of the busi- 
ness, with reference more particularly to its note 
transactions, and the manner of keeping its accounts. 

In a small business, uttering only a few notes or 
acceptances, the transactions in notes both issued and 
paid would be recorded chronologically in the journal 
and cash book, and would be posted in detail to the 
ledger account, showing a resultant balance — outstand- 
ing or payable. 

In the absence of a bill book designed to show the 
amount falling due on successive future dates, so that 
funds could be provided in time to meet maturing 
paper, and future notes could be issued in such manner 
as to distribute the settlements evenly and co-ordinate 
with the business receipts, it would be necessary to 
make the proposed analysis of the bills payable ac- 
count in a less formal manner, and to recast the same 
at short intervals to avoid an unexpected congestion 
of notes falling due on a single day. 
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In a large business issuing notes and accepting 
drafts in large quantities from day to day, it would be 
necessary to conduct the bills payable records in such 
manner that its presentation in analytical form would 
always be available; and it would be possible, under 
such circumstances, to determine from day to day the 
volume of bills payable to be met on every succeeding 
day on which notes or acceptances mature. 

To this end the ledger account would be merely a 
summary, showing the aggregate amount issued and 
settled each month. The function of this account would 
be solely to show the balances necessary for balance 
sheet purposes, while the detail latent in every trans- 
action would all be carried in the bill book. 

Of the bill books for recording bills payable, there 
would be three, viz : — (1) Bills issued, — (2) Bills paid, 
— (3) Bills falling due. The first two books would be 
chronological registers, which would develop the totals 
to be posted to the ledger account ; while the third book 
would be a diary in which the notes would be entered 
under their maturing dates, so that the notes maturing 
each day would appear together on a separate page. 

There would be an elaborate system of cross-refer- 
ences. The notes and acceptances issued would be con- 
secutively numbered, and posted to the diary, under 
the proper date, and with reference to the registered 
number. The notes paid would be registered consecu- 
tively, and be cancelled in the maturity diary. The pay- 
ment register would also show the number of issues, 
while the diary would show the registration number of 
both issue and payment. 
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The books of issue and payment would have col- 
umns to show the dates of issue and maturity, — the 
names of makers and endorsers, — the personal account 
credited or charged, — and all significant details neces- 
sary to complete the record in giving proper descrip- 
tion of each instrument. 

The question calls for the objects of the analysis. 
One of these objects is the determination of the amounts 
falling due, as already stated. Another purpose is the 
ascertainment of credit risks. 

The forms of borrowers' statements used by the 
banks contain separate spaces for bills payable due at 
the bank and bills payable due trade creditors. The 
reason for this distinction is that concerns in high credit 
will ordinarily find little difficulty in getting their 
paper discounted at their bank, so that a large amount 
of notes due creditors would ordinarily indicate that 
the concern issuing them has exceeded its credit facili- 
ties with its bankers and should, therefore, be regarded 
cautiously by credit men. 

A third object of the analysis is the determination 
of the contingent liability on notes under discount 
which must also be stated on some forms of property 
statements. 
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QUESTION 7 

State, in the order of their importance, five rules 
for the guidance of a junior starting on his first 

audit. 



ANSWER AND ARGUMENT 

The answer to this question must of necessity be 
purely a matter of opinion. No two accountants, nor 
the same accountant at two different times, would en- 
tertain the same idea as to what constituted ' ' the five 
best rules,' 9 or what constituted their order of im- 
portance, if indeed their sequence constituted a matter 
of any importance in any sense. 

No rules to be observed by junior assistants have 
ever become crystallized in usage or established by 
ethics, and such instructions or advice by employer to 
the employed,— or in a broader sense, by master to 
pupil, must be governed by the latter 's known propen- 
sities and weakness, and the peculiar test or tempta- 
tions to which it is known he will be subjected in launch- 
ing out upon his first endeavor. 

To tell him that he must be reserved, dignified, and 
polite in his bearing; to be accurate, conscientious, 
punctilious in his work, would be mere platitudes. It 
might even have been well to have put into his hands 
the night before, with an earnest plea for study and 
assimilation, a copy of "Polonius , Advice to his son, 
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Laertes/ ' — (Shakespeare's "Hamlet"). It is one of 
the finest inspirations to manliness in the English 
Classics that has been handed down through the cen- 
turies and has formed the corner-stone of many a man's 
character. . 

Indeed, the junior should have established the evi- 
dence of the basic qualifications before ever being 
entrusted with an audit. In fact such qualifications 
are essential to every kind of successful contract in 
business, and are in no way monopolized by account- 
ants. 

It is to be borne in mind that under the circum- 
stances there are three parties concerned, namely: the 
principal, the clerk and the client. The client must be 
served faithfully on the one hand, and the responsibili- 
ties of the principal, and his professional reputation 
must be recognized and guarded. 

It therefore becomes a matter of care on the part of 
the assistant to the extent to which he will assume the 
responsibility, or take the initiative in any step of pro- 
cedure, without first consulting his principal. This re- 
quires judgment and training, and a pocket i i Vade- 
mecum' ' containing five, or five hundred, rules to be 
read every night before going to bed, would not take 
the place of native mother-wit and an instinctive per- 
ception of the eternal fitness of things. There are no 
rules of thumb governing such matters and no order of 
importance that will apply to every case. 

A junior starting on his first audit need know little 
more than the technical rules of accountancy govern- 
ing the work he is to do. He will be under the super- 
vision of a senior, or managing assistant, upon whom 
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the principal will accordingly rely to meet all require- 
ments of the situation, after having outlined and di- 
rected the general trend of the work. The junior will 
have little opportunity to talk recklessly, or to do other- 
wise than he is directed; and, if he observes intelli- 
gently the deportment of his senior, and takes an 
intelligent interest in such details of the work, and ac- 
counting expedients as he is permitted to witness, he 
will learn more by such means than by any rules that 
can be placed before him. 

The question herein offers a good opportunity to 
put before the accountancy student a glimpse behind 
the scenes of the accountancy work shop, for his bene- 
fit and advice ; and now to answer the question academi- « 
cally, five important features of a beginner's work 
may be said to be : 

(1) To carry out instructions implicitly. 

(2) To assume no responsibilities other than those imposed by 

principal, or his agent; and to take the initiative in 
nothing whatsoever, except as outlined, even though 
the client sought to impose such changes. Such steps 
would first have to be brought to the principal's no- 
tice, and new orders be issued. 

(3) Observe strict reticence concerning the discovery of all 

evidences of malversation of funds, or other malfeas- 
ance,— errors, omissions, etc.; reporting directly to 
principal, or his appointed agent; and not to the 
client, either directly or indirectly. 

(4) Observe a pleasing manner, — reserved, quiet, dignified. 

Do not become garrulous or ' 4 chummy' 9 with clients' 
employees, and accept absolutely no entertainment at 
their hands. 

(5) accurate, painstaking, thorough. Let the ground cov- 

ered in the work done be covered with finality and 
completeness. Let all the work done bear proper 
earmarks, references, etc. 
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QUESTION 8 

Outline working papers and office records neces- 
sary to handle detailed semi-annual audit of d 
wholesale mercantile house. 



ANSWER AND ARGUMENT 

There will be no difference in principle between the 
working papers of an annual, semi-annual or quar- 
terly audit, excepting as might obtain between an audit 
marking a fiscal rest, and one at an interim date. 

If it is the first audit of the concern undertaken 
by the accountant, the working papers will not take 
definite form until the audit is completed; and, if a 
succeeding audit is made, the working papers may 
differ materially on the second occasion in consequence 
of the experience gained in the first audit, and result 
in a better planning of the work in consequence. Dur- 
ing succeeding audits, however, occurring at equal in- 
tervals, the papers of each separate business or client 
will become fairly uniform repetitions of the same 
plan, although peculiar to each industry. 

It is reasonable to suppose that the working papers 
of an iron foundry would differ quite materially from 
those of a millinery establishment, and a coal mine, and, 
to outline working papers which would, be equally 
characteristic of all three types, would be quite diffi- 
cult if not impossible. To attempt to answer this 
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question categorically would seem indeed illogical, 
theref ore ; although there is much that may be said on 
the subject which is generally pertinent. 

In addition to the trial balances, analytical sched- 
ules, co-relations, and other papers which will be pro- 
duced in deducing results and determining status, cer- 
tain indispensable processes will be indicated and mat- 
ters of routine noted, which will form a species of pro- 
cedure, or calendar, or working program, on which 
each operation will be checked in a systematic sequence 
as completed. 

Whenever a considerable number of clerks are en- 
gaged on detail work, under the supervision of a man- 
aging clerk, it will be necessary to operate a diary 
showing the personnel assigned to each division of the 
work, and the time they are employed thereon. This 
diary will relate to the completed processes of the pro- 
gram of audit on the one hand, and to the computation 
of the pay roll of the accountant's staff on the other 
hand; as well as fixing responsibility, and providing 
a basis for intelligent response to any inquiry as to 
the performance of any distinctive feature of the work. 
This is sometimes very important when an assistant 
is unexpectedly absent through illness, or other cause, 
and it is necessary that the thread of his work be picked 
up by a substitute. 

In addition to his general diary of assignments and 
performance conducted by the accountant in charge of 
the work, each clerk under him renders a daily report 
of work done, naming books and folios covered, when 
consisting of consecutive checking and footings, or 
the subjects or descriptions of work performed when 
consisting of adjustments and examinations which are 
not measured by consecutive series of pages in any book 
or by the numbers of any specific class of registered 
documents, vouchers, etc. 
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QUESTION 9 

State precautions that you would take in verifica- 
tion, requiring several days 9 work, of the securities 
of an insurance company, including both stocks 
and bonds in negotiable and nonrnegotiable form. 



ANSWER AND ARGUMENT 

The general purpose of a verification of securities 
is primarily a verification of the accounts which are 
conducted to control such a class of assets, whether of 
an insurance company, a bank or other institutions. 

Such verification would necessarily require the 
physical examination of the documents with respect to 
all essential characteristics necessary to establish their 
reality and worth. The five cardinal facts to consider 
with respect to interest bearing securities are, viz : (a) 
the par value or denomination, (b) the rate of in- 
terest, (c) the date of issue, (d) the date of ma- 
turity, and (e) the registered number or documentary 
identification. 

Interest bearing securities are nearly always kept 
at par value in the accounts, notwithstanding the fact 
that they may have been purchased at a discount or 
premium, which would be amortized or disposed of on 
some annuity basis. The par value is essential for 
the control of interest payments and the basis of 
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redemption. It is possible, moreover, to keep the ao 
counts in such a way as to record, in addition to the par 
value, the actual investment value and the actual in- 
come on said investment, as well as the extent and the 
rate to apply to the amortization or liquidation of 
either a premium or discount as the case may be. 
Such considerations are purely administrative, how- 
ever, and do not necessarily constitute a consideration 
when engaged in the verification as to possession of 
documents in conformity with a stated account. 

In dividend paying securities the par value is of 
little consequence, except as an index to the number of 
shares. The main things to be considered are: (a) 
the price paid, (b) the market quotations. The rate 
of dividend is significant only to the extent of its uni- 
f ormiiy or established rate. The administrative con- 
trol obtained through stock holdings is also an im- 
portant consideration under certain conditions, but 
need not as a rule be regarded in an audit of securities. 

A necessary preliminary to an examination of se- 
curities is the preparation of a complete list of the 
same from the records. The manner of preparing the 
list is designed so as to provide space for recording 
all descriptive details comprehended in the inquiry. 
Notation is made in these columns of such information 
as is obtainable during the preparation of the list, and 
such data as cannot be so obtained is entered in when 
the physical examination of the document is made. 

The stocks and bonds are then carefully inspected 
and checked on the list ; and whenever held by banks as 
collateral for loans, they must be properly accounted 
for by supplemental inquiry and certificate. When 
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all items on the lists are checked the audit may be said 
to be complete. 

Bonds which may be disposed of during the in- 
terim of preparing and checking the list, are traced 
through the cash entries of proceeds received; while 
new bonds purchased after the preparation of the list, 
and found to be among those physically examined, are 
traced through the cash expenditure made. 

The question requires the candidate to state "pre- 
cautions' 9 to be taken in the verification as outlined; 
and, while I have not made specific mention of precau- 
tions as yet, I have given all the salient points vital 
to such an audit, and which would therefore be the 
points of evidence which must be apparent and must 
not be overlooked. 

To guard against the absence of securities, or sup- 
pression of vital facts in connection therewith, would 
constitute the precautions to be borne in mind in prose- 
cuting the work. 

The first precaution, then, should consist of requir- 
ing that all the securities be submitted for verification 
at the same time. Otherwise it would be possible for 
a defaulting custodian to obtain the release 'from a 
pledgee of such securities as had been hypothecated, 
and which come within the scope of the audit, by a 
substitution of some of the securities examined by 
the auditor at the beginning of his work. It follows, 
accordingly, that the auditor must not allow any of the 
securities to get out of his possession before the whole 
verification is completed, unless authorization is given 
by a representative of the client other than the regular 
custodian. 
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In the case of a large insurance company, it would 
probably require too much time to list the numbers 
of every bond. Usually auditors confine themselves 
to counting the bonds without reference to numbers. 
It is absolutely essential, therefore, that the custodian 
of the bonds be not allowed to meddle with the work of 
the auditor's assistants. 

One case has occurred where, during an examina- 
tion of bonds conducted in a vault too small to accom- 
modate comfortably the force of auditors engaged upon 
the task, a trusted but dishonest employee managed 
to turn over the same batch of bonds to two of the 
auditor's assistants, and to get it counted in by both. 
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A corporation has branches in twenty cities, each 
selling at retail its standard product and paying 
local bills from receipts. State matters on which 
the traveling auditor of the corporation should 
report and suggest suitable forms therefor. 



ANSWER AND ARGUMENT 

Branch houses of a concern operating on so exten- 
sive a scale, and which felt warranted in indulging in 
the precaution of employing a traveling auditor, would 
ordinarily require the branch houses to render re- 
ports at least monthly. In such reports not only bal- 
ance sheets or revenue accounts would be submitted, 
but also summaries of operations, reflected in such 
form that it would be possible to reconcile each state- 
ment with that of the previous and succeeding months 
by means of the controlling figures furnished. 

For instance: the balance of accounts receivable 
reported as of January 31st, if increased by the sales 
and decreased by the collections or settlements re- 
ported in February's operations, would equal,— or 
prove to, the balance of accounts receivable reported 
February 28th. This same principle would apply to 
notes, inventories, and expenses; and there would be 
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on file in the home office a complete sequence of state- 
ments, provable one with the other, for each of the 
twenty or more branches. 

Accordingly, it would be the duty of the traveling 
auditor to arm himself with the last two monthly re- 
ports of the particular branch which he proposed to 
visit; and, thereupon, by auditing their books, to verify 
the statements in his possession with such degree of 
thoroughness as would warrant him in certifying to 
their accuracy. 

This audit would therefore require that each value 
or amount stated in the report of the branch, both 
on its balance sheet and revenue account, as well as the 
amounts of the intervening transactions respecting 
sales, purchases, shipments, salaries, expenses and cash 
transactions, should each be traced to the books of the 
branch, and verified by such detailed checking as the 
nature of the transactions would seem in all precaution 
to require. 

In the absence of such branch reports, there could 
be no definite plan upon which to proceed; for, without 
a proper instrument of audit at the outset, the time 
spent in checking detail and comparing vouchers of 
one branch alone might be greater than that necessary 
to verify twenty reports, and with less effective con- 
trol. 

There would probably be facilities at the home 
office for proving the volume and composition of inven- 
tories, which would require only periodical inspection 
to verify the controlling figures reported from month 
to month. 
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The expenditure vouchers would be a proper sub- 
ject for the auditor's attention; as well as inquiry into 
the status of individual personal accounts, — matters 
of bad debts, over extensions of credit, etc Matters of 
local administrative policy would come up from time 
to time, and would also require the auditor's advice 
and instruction during his periodical visits, as well as 
matters which form the subject of correspondence be- 
tween the branch and home office and could only be 
properly adjusted by personal contact with the travel- 
ing auditor. 

The form or forms upon which a branch would re- 
port its activities to the home office would depend upon 
the nature of its transactions, and the degree of perfec- 
tion which its accounting facilities had attained and 
whether the data reported were fragmentary or com- 
plete and significant. Yet, to answer the question com- 
pletely and to give a general aspect of the manner in 
which such reports are framed, the following sugges- 
tions are offered in descriptive form. 
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The endorsement on a pro-f orma report might read 
as follows: 

WEEKLY REPORT 

of the 

NEW ENGLAND BRANCH 
of the 

Blank Mantjfacttjring Company 

New York City 

For the 4th week ending Saturday, July 30th, 1917 

Comprehending 

Cash Receipts and Payments, and 
Summary of Disbursements 

Charge Sales 

Cash Sales 

Credit and Refunds: 

On Charge Accounts 
On Cash Sales 

Settlements of Charge Accounts 

Advice of Shipments 
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Taking up a description of the forms in the order 
named, the following is given : 

CASH RECEIPTS AND PAYMENTS 
Proceeds from Charge and Cash Sales 
Collected and Deposited to the Credit of the 
Blank Manufacturing Co., New York City 



RECEIPTS DISBURSEMENTS 

Settlements Credits 
of Charge Accounts on Cash Sales — Refunds 

as per Report thereof xxx as per Report thereof xxx 

Cash Sales Blank Trust Company, — 

as per Report thereof xxx Deposited .... $ x x x 

" .... xxx xxx 



xxx xxx 

Balance Balance (per Detail) 

from preceding report xxx to succeeding report xxx 

xxx xxx 



SUMMARY OF DISBURSEMENTS 



EXPENSE: 

Salary — Manager xxx 

" — Salesman xxx 

Wages — Clerks xxx 

" — Porter, etc xxx 

Office Supplies xxx 

Printing & Stationery .. xxx 

Freight, Express, Cartage xxx 

Telegrams & Telephone. . xxx 

Postage xxx 

Car Fares xxx 

Commissions xxx 

Heat & Light xxx 



EXPENSE— (Continued) 

Amount Forwarded xxx 

Maintenance & Repairs., xxx 

General Supplies xxx 

Advertising xxx 

Taxes xxx 

Unclassified Expense ... xxx 

TOTAL EXPENSE xxx 

Labor xxx 

Merchandise xxx 

Equipment, as under: 

Machinery xxx 

Tools xxx 

Furn. & Fix xxx xxx 

TOTAL DISBURSEMENTS xxx 
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SALES 

CHARGE SALES 
As Per Duplicate BiOs and Distribution Sheet Transmitted Herewith 
Glass of Merchandise List Price Trade Discount Net 
xxz xxx xxx 



GASH SALES 

As Per Duplicate Bills and Distribution Sheet Transmitted Herewith 

Class of Merchandise List Price Trade Discount Net 
xxx xxx xxx 



CREDITS AND REFUNDS 

AUowed on Charge Accounts and on Cash Sales 

CHARGE ACCOUNT 

As Per Credit Memos and Distribution Sheet Transmitted Herewith 
Class of Merchandise List Price Trade Discount Net 
xxx xxx xxx 



CASH SALES 

As Per Credit Memos and Distribution Sheet Transmitted Herewith 

Class of Merchandise List Price Trade Discount Net 
xxx xxx xxx 



SETTLEMENTS OF CHARGE ACCOUNTS 
AND PRE PAYMENTS 

Checks 

Day Cast's Invoice M.O. Net 
Paid Name Address Date : Amt Disc Stamps Cash 
xxx xxx xxx xxx 
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ADVICE OP SHIPMENTS 
Begdvbd from Home Office, — 

As per statement of particulars transmitted therewith 

Under date of 191.. 

Particular! Amount 

at Hit xxx 

at list xxx 

at Hit xxx 

TOTAL xxx 

Returned to Home Office, — 

As per statement of particulars transmitted therewith 

Under date of 191.. 

Particulars Amount 

at list xxx 

at Htt xxx 

at Hit xxx 

TOTAL xxx 
I certify the foregoing statement to be correct. 



(Manager) 

If an efficient cost system is maintained and the account of 
the plant investment in the branch is kept on the books of the home 
office, it will be possible for the latter to prepare monthly profit and 
loss statements from the foregoing weekly report as follows : 



Chabok Sales $ xxx 

Gash Salis xxx 



TOTAL SALES $ xxx 

Less 

Credits and Refunds, — 

On Charge Accounts $ x x x 

On Gash Sales xxx xxx 



LEAVING NET SALES $ xxx 

Cost of Sales,— (per Computation 

from Cost Records) xxx 

GROSS PROFIT (on Prime Coat) $ xxx 

Expenses per Summary of Disbursements xxx 

Approximate Net Psorrr (or Low) 

of branch for the period $ xxx 
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This result may be adjusted to a finer point by applying 
against it an estimated amount of administrative and general ex- 
penses, for depreciation, insurance, etc., and taking into account 
inventories of supplies and deferred charges. 

If the branch keeps a general ledger, a trial balance taken 
from it may readily be converted into a balance sheet showing the 



following items: 

Assets 

Cash # XXX 

Notes Receivable xxx 

Accounts Receivable xxx 

Inventories (deduced) xxx 

Machinery xxx 

Tools xxx 

Furniture and Fixtures xxx 

Liabilities 

Accounts Payable $ xxx 

Beservbs foe Depreciation „ xxx 

Main Office, — 

Balance at end of previous period $ xxx 

Profit (or loss) for current fiscal period, per 

trading and profit and loss account xxx xxx 

$ xxx $ xxx 
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A client who has a beneficiary interest in the "cor- 
pus" of an estate, employs an accountant to con- 
duct a complete audit. State the points on which 
the accountant should particularly report. 



ANSWER AND ARGUMENT 

By the "corpus" of an estate is meant the body, or 
collection of value composing it, and the interest of the 
client must be that of a legatee who is to share in the 
personalty in order to entitle him to institute an ac- 
counting, and he must obtain authority from the Court 
to have the estate accounts audited or reviewed by a 
professional accountant acting in his interest. 

Real estate descends from decedent to heir without 
the intervention of any accounting when title passes 
absolutely. When it is left to a life tenant, however, 
the revenue is administered by trustees in conformity 
with the terms of the trust indenture ; while the prin- 
cipal is kept intact and passes to the remainderman 
under the will upon the death of the life tenant. This 
occasions a final accounting, which might also be- 
come so involved in questions or objections that a re- 
view of the trustees' administration by an accountant 
in the interest of an heir to the remaining principal 
would be in order. 
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In all such audits it will be necessary to start from 
the inception of the estate accounts, to establish the 
following: the terms of the will, the value of the ap- 
praised property, and to trace the authority and pro- 
priety of every transaction of the executor. This 
would be accomplished by a thorough examination of 
all vouchers, and a notation of the Court decrees in all 
instances that had arisen requiring adjudication and 
instruction. 

When a personal estate contains interest or divi- 
dends from securities, accrued prior to the testator's 
death, all such income must be taken into account, and 
treated as additions to the corpus of the estate as origi- 
nally measured by the inventory appraisal. 

In this connection it is important to discover every 
source from which income should have been received, 
in addition to the proceeds from sales of the inventory 
property, in order to insure its having been accounted 
for in its entirety, and that none has been diverted. 
At the same time it is important to compare the 
original inventory valuations with the amounts actu- 
ally realized therefrom, not only to prove all relative 
increases and decreases resulting from the turnover, 
but to afford an opportunity for inquiry where the lat- 
ter appear to be excessive. 

The liquidations of the decedent's debts, — the testa- 
mentary expenses, — and the payments to legatees are 
all matters comprehended in the review of the execu- 
tors' transactions. 

In the audit of the trustees' accounts with refer- 
ence to a life tenancy, the following points are vital 

225 x 



Digitized by Google 



Auditing 



Vol. II The Quiz-Answsbkb 



Answer and Argument — Question 11 — (Cont'd) 

to the issue, and merit consideration: for instance, the 
re-investment of principal as old property is disposed 
of, and new property acquired,— the preservation of 
the principal intact, — the revenue from rents, mort- 
gage interests, and other properties involved; and 
against which are the operating expenses, taxes and 
repairs, and the payments to the beneficiary under the 
trust 

It sometimes occurs, where the income payable to 
the life tenant is more than sufficient for personal 
needs, that a sub-trust is formed to invest the accumula- 
tions in the life tenant's interest. Such sub-trusts are 
not subject to the same restrictions which attach to 
the main trust under the trust indenture with refer- 
ence to the character of investments, and accordingly 
greater hazards may be taken for correspondingly 
larger profit 
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QUESTION 12 

In case it is expedient to have a local accountant 
audit the accounts of a branch office of a whole- 
sale trading firm for which you conduct the general 
audit, state matters on which you would require 
a report. The branch sells goods, collects from 
customers, pays all local expenses, and remits cash 
in round amounts to home office. 



ANSWER AND ARGUMENT 

Every branch office appears on the books of the 
home office in the form of an account current, which in 
turn may be comprehended in one account or be ex- 
pressed by a group of accounts, according to the in- 
tention of the accounting scheme which obtains. 

The home office is creditor on the branch office 
books for the entire capital invested or employed. The 
branch accounts are closed at the end of the fiscal year, 
and the profits are determined; and, if the local man- 
ager is entitled to any share of the profits, or perhaps 
commissions, in addition to salary, such amounts are 
deducted therefrom and placed to his credit. 

The remaining profit, as then established, is carried 
to the home office account, which latter then meas- 
ures the full proprietary interest. If no profits had 
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materialized, and instead a loss had been sustained, the 
same would constitute a charge against said account. 

Upon receipt of the branch balance sheet and reve- 
nue account, the current increase in the branch surplus 
is absorbed by the home office revenue, and is charged 
to the branch account current on the home office books ; 
or vice versa if a branch loss. 

If the equity in the branch is expressed on the home 
office books in one account, the new balance established 
as just said will be reflected as an asset, under the cap- 
tion of said branch. It is only when the branch is ex- 
pressed in this concrete form upon the home office ac- 
counts that the former appears as a distinct asset in the 
aggregate amount of employed capital. 

Wfcere branch operations attain appreciable magni- 
tude, and constitute a significant factor of the business, 
much more elaborate pains are taken in expressing the 
branch status upon the home office books. Indeed the 
administration of branch affairs often warrants the 
closest scrutiny and control, and in such instances a 
complete replica of the branch activities is maintained 
at the home office. Individual accounts for inventory, 
accounts and bills receivable, accounts and bills pay- 
able, cash, equipment or other fixed properties are 
maintained in a subsidiary ledger, while a controlling 
account would reflect the aggregate in the general 
ledger of the home office. 

Where branch accounts are maintained in such de- 
tail upon the home office books, the branch in rendering 
its statements, whether weekly, monthly, semi-yearly, 
or otherwise, would attach complete schedules of 
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detail in support of every aggregate item on the balance 
sheet and revenue account. The home office, being the 
main nerve centre, would thus keep in touch with every 
pulse beat of the branch, and so organize a perfect ad* 
ministrative control. 

Having laid down the general principles applying 
to branch accounts, the candidate will be in a more 
receptive and enlightened mood to take up the techni- 
calities of the question. 

An auditor reviewing the home office books could 
verify the charges and credits to the branch house by 
an examination of those details in the home office rec- 
ords which showed the shipment of wares to the branch, 
and the remittances therefrom. The only fact beyond 
the reach of its demonstration, moreover, would be the 
integrity of assets and revenues which had been re- 
ported by the branch on its business and financial state- 
ments, and on the authority of which the entry on the 
home office books, absorbing the branch profits, was 
predicated. 

The verification of the branch profits and assets 
would necessarily require an audit of the branch books, 
vouchers, and inventory; and, whether performed by 
the accountant conducting the general audit of the 
home office, or by a local accountant engaged in the 
interest of the branch, the scope of the audit would be 
identically the same, viz: — the verification and cer- 
tification of the branch balance sheet, and revenue ac- 
count constituting its fiscal report or business and 
financial statement. 

An essential feature must be a perfect reconcilia- 
tion of the statement uttered by the branch with its 
accounts current on the home office books. 
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QUESTION 13 

In what way, if at all, would you report the fact 
that a trusted office manager had overdrawn his 
salary amount at various times, in no case more 
than $ 300.00, all of which had been returned be- 
fore the time of the annual audit f State reasons 

fully. 



ANSWER AND ARGUMENT 

While the human equation must always be recon- 
ciled with the eternal fitness of things, the accountant 
is often afforded little prerogative in the exercise of 
his duties as an auditor. The rigidity of the rules and 
regulations in force in business enterprises whose 
affairs are under his scrutiny, generally leave him little 
choice but to report any departure from such restrio 
tions, no matter what the rank of the one who has taken 
liberties. The latitude which an office manager may 
take in granting himself accommodation in the exer- 
cise of his custodianship, would depend entirely upon 
the circumstances attending the specific case in mind. 

There are times and conditions in which the office 
manager is so indispensable to a concern by reason of 
his personal qualifications and worth, that in recogni- 
tion of his conceded and demonstrated loyalty to his 
principals, it is allowable for him to have as wide a 
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latitude in this respect as would be compatible with 
sincerity and the resources at his command. 

Again there are times and conditions when an in- 
stance as outlined in the question would be entirely 
unwarranted, and the wisdom of retaining the incum- 
bent in office would seem very questionable. Such pro- 
cedure on his part might indeed create serious misgiv- 
ings with reference to every detail of his administra- 
tion, and justify complete notation and report upon 
every fact which would throw light on his personal at- 
titude, recognition of his trust, and esprit de corps of 
the organization over which he presides. 

Much as the surgeon's hand, trained to delicate sit- 
uations, becomes free, fearless and infallible, so the 
auditor, stressed by intricate responsibilities and re- 
lationships, cultivates powers of observation and dis- 
cernment above the average measure; and becomes 
adept in quickly detecting the morale or trustworthi- 
ness with respect to financial custodianship of all with 
whom he comes in professional contact. 

Whether or not the auditor would make the over- 
drafts of the office manager a feature in his formal re- 
port would depend very much upon the attendant cir- 
cumstances; i.e»: upon his status in the business, — his 
general latitude in administration, — the integrity with 
which he is enveloped in the eyes of the principals of 
the business, — and the stringency or laxity of the par- 
ticular rules or restrictions laid down by the executives 
of the business with reference thereto. The account- 
ant might take up the matter informally with the prin- 
cipals; and, being assured of their acquiescence for 
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either personal or politic reasons, might then make no 
mention of the same in his written report. In the ab- 
sence of such inter se understandings, it were better 
to openly report the circumstances, though without the 
least adverse comment. 

If the accountant discerns in the innocent lapses of 
the office manager a dangerous precedent to others, 
who, less happily situated, might be led into temptation 
and given opportunity for peculation, he might then 
advantageously take the honest but careless manager 
into his confidence and point out to him the mischief 
which might arise through even a seeming departure 
on his part of the principles of right and equity. 
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QUESTION 14 

A balance sheet audit discloses satisfactory condi- 
tions with the exception of insufficient allowance 
for losses in collection of accounts receivable. In 
case the client should not consent to adjustment, 
draft form of certificate that would be proper 
under the circumstances. 



ANSWER AND ARGUMENT 

The expression "balance sheet audit* 9 is likely to 
be misleading, in that it conveys the impression that 
such an audit did not imply an audit of the accounts 
from which the balance sheet was deduced; and yet, 
nothing short of an audit of the books would be 
sufficient to disclose whether the provision for losses 
in the collection of accounts receivable was adequate 
or otherwise. 

The comparison of each item on the balance sheet 
with the schedules in support thereof, — the compari- 
son in turn of such schedules with the book account 
balances of which they were composed, — together with 
the verification of the balance sheet footings, would 
alone constitute a balance sheet audit This would 
warrant the auditor in certifying to the fact that the 
balance sheet agreed with the books, so long as he 
did not further certify to the fact of his having 
audited the books. 

233 



Digitized by Google 



Auditing 



Vol. II Thb Quiz-Anbwbbsb 



Answer and Argument — Question 14 — (Cont'd) 

Such an audit would be merely prima facie evi- 
dence, however, and the book accounts receivable, as 
well as the reserve for bad debts, if any, would neces- 
sarily conform with the books, and therefore be pre- 
sumptively correct. 

If a review of the accounts disclosed the fact, how- 
ever, that the losses sustained throughout the period 
elapsed in the collection of the accounts outstanding 
as at the beginning of the period, had amounted to a 
stated percentage thereof, it would establish the exact 
ratio of risk of loss which attached to the open book 
accounts of said business, and would consequently in- 
dicate the percentage of the current open accounts 
which should be reserved to cover such risk or hazard. 
The records of two or three preceding years would 
permit of a more exact calculation concerning the 
general collectibility of outstanding accounts, and 
would disclose the relative increase or decrease as re- 
gards the character of the customers, possible hard 
times or other momentary influences, or perhaps the 
enforcement of strict credit regulations. If a one 
year's business is taken to measure the requirements 
of the present occasion, then the record of the last 
year would be the best criterion. 

Where the observation of an accountant making 
an audit has been such as to establish a basis for 
estimating the measure of bad debts, it would enable 
him to advise the client as to what provision should 
be made for losses on realization of the accounts re- 
ceivable. If, after being so confronted with the facts, 
the client should object to the creation of such re- 
serve on the ground of his expectation of a possibly 
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greater materialization of outstanding accounts, and 
should persist in his desire to have the balance sheet 
certified to in the higher valuation resulting, it would 
be necessary to accordingly qualify the accountant's 
certificate in such manner as would exclude him as a 
party to any deception arising from the use of such 
balance sheet in obtaining additional credit or any 
other class of preferment. 

The certificate would recite in effect: that the 
auditor had performed his function in examining and 
verifying the books of account and had compared the 
results with the balance sheet forming the subject of 
his audit; that he had found the records in every way 
regular, and duly supported by authorizations, vouch- 
ers, and sufficient documentary evidence; and that, in- 
somuch as the reserve made for losses in collection of 
the accounts receivable in their present amount was 
not proportionate to the losses sustained during the 
prior year, he had reason to believe that such pro- 
vision was inadequate, and felt constrained therefore 
to qualify his certificate accordingly. The fact that 
the client entertained views contrary to his own would 
not influence his procedure in so important a measure 
as the certification to the integrity of a balance sheet. 

Such a certificate would accordingly recite the fact 
as follows: 

"I hereby certify that I have audited the books and ac- 
counts of the Company, — that I have found 

the same correct, — and that the above balance sheet is in 
agreement with the books. The reserve for loss on collection 
of accounts receivable is not proportionate to the losses here- 
tofore sustained, however, and in my opinion therefore is 
insufficient 99 
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QUESTION 15 

State the arrangement of a report in which it is 
desired to present balance sheet with support- 
ing schedules of accounts receivable, accounts 
payable, bills receivable and bills payable and 
profit and loss account, together with comment on 
extraordinary features of the business. 



ANSWER AND ARGUMENT 

The report would be addressed to the client whether 
individual, partnership, official board of directors, ot 
trustees, and would recite: 

(1) The accountant's authorization to prosecute 
the work in question, whether oral or in the form of 
a written communication,— its date,— and the parties 
to the contract. 

(2) The purpose or intended scope of the inquiry ; 
whether installation of a system of accounts, — inves- 
tigation with respect to stated considerations,— or an 
audit covering a prescribed period of time, beginning 
and ending on specified dates, whether or not the 
work in hand marked the close of a fiscal year, and 
included the adjusting and closing entries of the books, 
are facts which should also be announced at the outset. 
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(3) A recital of the books and documents placed at 
the auditor's disposal, supported by lists where neces- 
sary, and a synopsis of the processes to which they 
were subjected. 

(4) A comprehensive argument reporting the vari- 
ous findings and conclusions presented in three parts, 
namely: (a) systematic and unbiased presentation of 
facts; (b) criticisms and opinions; (c) constructive 
recommendations. 

Proper amenities would here follow with the ac- 
countant's signature, and thereafter a recital of the 
statements, exhibits, and schedules composing the re- 
port as an index to its contents, and which would take 
the following form: 

Attached hereto and forming part of this report 
are the following business and financial statements 
and supporting schedules: 

Exhibit A— Balance Sheet 

as at 31st December, 1916 

Exhibit B — Trading & Profit & Loss Account 

for the 12 months beginning 1st January, 
1916, and ending 31st December, 1916. 

Schedule 1 — Accounts Receivable 

Schedule 2 — Bills Receivable 

Schedule 3 — Accounts Payable 

Schedule 4— Bills Payable. 

The statements, exhibits, and schedules would then 
follow in proper sequence. 
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The accountant's report if analyzed as to structural 
development would disclose a ground plan embodying 
the following three salient features: (a) findings and 
conclusions; (b) criticism of form and performance; 
(c) recommendations. 

The report of findings would take up the items on 
the balance sheet and revenue account seriatim, stat- 
ing the salient and significant facts concerning each, 
so far as may be done to advantage in rendering the 
presentation with the greatest clarity. All observa- 
tions herein will be confined to a colorless statement of 
fact, reserving all strictures, criticisms and opinions 
to the next section. 

The accountant having disposed of all the facts, 
and having put them on record in such form as will 
enable him to make ready allusion to them without 
encumbering his present argument with detail, may 
now attack, condemn, or deprecate every feature re- 
quiring adjustment, revision of procedure, or what- 
ever class of relief or remedy may be in order. 

In the third section outlining constructive recom- 
mendations, the accountant performs his most valu- 
able work by showing where efficiency may be en- 
hanced, — needless effort obviated, — and economy ef- 
fected. This becomes a correspondingly elaborate and 
important part of the report when it has to deal with 
accounting procedure and reconstruction of adminis- 
trative methods. 

The more extensive the enterprise, and the broader 
its activities, the more occasion there will be for both 
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criticism and recommendation which will naturally be- 
come primary objects for an audit or investigation; 
while in the case of small proprietorships or partner- 
ships, the criticisms and recommendations become 
merely nominal and incidental, or even no occasion 
may arise for them. For politic reasons, the account- 
ant would of course register no disapproval of method 
unless just occasion existed therefor, or the expression 
of his opinion was stipulated for. 

Naturally when there are no conditions to be im- 
proved, or improvements to be recommended, there 
will be no constructive suggestions; and the audit or 
investigation will be confined to a simple, lucid state- 
ment of facts, devoid of personal opinion. 
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IN AUDITING THE ACCOUNTANT FINDS AN 
EVBR-VABYING THEME OF INTEREST AND EX- 
PLOITATION. EACH CASE CALLS FOR A 
CAREFUL WEIGHING OF THE ATTENDANT 
CONDITIONS, AND AN INTELLIGENT ADAPTA- 
TION OF PROCEDURE TO THE AIMS TO BE AC- 
COMPLISHED. fWTTH PATIENT PLAN AND 
FORESIGHT THE AUDITOR IS ABLE, BY THE 
PROCESSES OF ELIMINATION, TO EMPLOY 
THOSE METHODS OF DIRECT INQUIRY WHICH 
WILL CONSERVE TIME AND SECURE DEPEND- 
ABLE RESULTS. TO POINT THE WAY IN THIS 
DIRECTION HAS BEEN THE OBJECT OF THESE 
PRACTICAL ARGUMENTS ON AUDITING, AND 
THEY ARE THEREFORE WORTHY OF KEEN 
EMULATIVE EFFORT. 
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COMMERCIAL LAW AND ACCOUNTANCY ABE IN 
NO SMALL DEGREE INSEPARABLE IN BUSINESS 
ADMINISTRATION. IN MANY BUSINESS COMPLI- 
CATIONS IT IS OFTEN DIFFICULT TO DETERMINE 
JUST WHERE LAW ENDS AND ACCOUNTANCY BE- 
GINS. THESE PRACTICAL AND ILLUMINATING 
ANSWERS TO LEGAL BUSINESS PROBLEMS WILL BE 
FOUND OF EQUAL VALUE TO ACCOUNTANTS, STU- 
DENTS, AND BUSINESS EXECUTIVES. SINCE THE 
ACCOUNTANT HAS TO ACT QUITE FREQUENTLY IN 
AN ADVISORY CAPACITY TO HIS CLIENTS, IT IS OF 
THE UTMOST IMPORTANCE THAT HE BE WELL 
VERSED IN THE PRINCIPLES OF LAW IN SO FAR AS 
THEY APPLY TO BUSINESS. A THOROUGH KNOWL- 
EDGE OF LAW BROADENS THE SCOPE OF PRACTICE 
CONSIDERABLY. 

THE ANSWERS TO THE QUESTIONS ON COMMER- 
CIAL LAW, GIVEN IN THESE BOOKS, WERE PRE- 
PARED IN COLLABORATION WITH A PROMINENT 
MEMBER OF THE NEW YORK BAB. 
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COMMERCIAL LAW 

Q. 1 — Definitions form a favorite medium of exploiting 
features of law at examinations, and those called for herein 
are of such every day import that every student should be 
familiar with them, The answer states the basic princi- 
ples inherent in contracts, partnerships, and bailments, and 
affords the student a concise working knowledge of the 
subject. 

Q. 2 — The question calls for definitions of legal terms, a 
knowledge of all of which is necessary to the equipment of 
an accountant, though perhaps not of vital import ip his 
every day practice, The answer gives a clear concept of 
the main features characterizing a lien, del credere com- 
mission, statute of limitations, devisee, and executor. 

Q. 3 — This question concerns a subject on which the ac- 
countant should be well posted, dealing with the points of 
contrast between the corporate and partnership forms of 
organization, The conversion of going concerns as part- 
nerships into corporations is one of the offices which ac- 
countants are often called upon to perform, The answer 
outlines specifically how corporations are formed; and 
gives three salient points on which corporations differ from 
partnerships, and the consequent rights of partners and 
shareholders. 

Q. 4 — This question concerns two important phases of 
corporate administration: creation of voting trust, and 
what constitutes an ultra vires act. fl The answer depicts 
how and why a voting trust is set up by one of the stock- 
holders of the corporation, — its purposes, duration, and 
limitations; and also describes the land of an act which 
constitutes an ultra vires act, and how such act is generally 
considered in law with reference to its practical adaptation. 
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t# Q. 5 — The examiner does not always ply the student 
with all the complexes of law, and is content with the ex- 
ploitation of every day principles, with which all students 
should be familiar: in this case points of contrast between 
checks and promissory notes, and the proper methods of 
signing negotiable instruments of different types of busi- 
ness organization, ft The answer explains by whom and to 
whom, and for what purpose, promissory notes and checks 
are made out; and shows who may sign negotiable instru- 
ments for corporations, firms and individuals, and what 
form such signature shall present. 

Q. 6 — The creation of trusts have a very important 
bearing upon business interests, and the accountant in his 
practice soon becomes aware of their broad and divers ap- 
plication. This answer outlines the four essential pur- 

Soses for which trusts may be created, according to the 
tatutes of New York State. 

Q. 7 — The various requirements of the business corpo- 
ration law are subjects with which the accountant cannot 
be too familiar, since the matters of his every day practice 
are closely interwoven therewith, ft This answer gives a 
comprehensive recital of the successive steps which are 
to be taken in the formation of a corporation ; and since the 
incorporation of companies is a work in which accountants 
are most actively engaged, and since each of the steps are 
of the utmost importance, the student should thoroughly 
familiarize himself therewith. 

Q. 8 — Partnerships and corporations vie with one an- 
other in importance in an accountant's practice, and the 
underlying principles must be faithfully mastered by stu- 
dents of accounts, ft In this answer we have a detailed and 
comprehensive recital of the substance of the statutes gov- 
erning the formation of limited partnerships, and brief out- 
line of the prerogatives enjoyed by special partners and 
their duties in the partnership. 

Q. 9— The question ferrets out various interesting points 
concerning interest, and its bearing on divers business ne- 
gotiations, ft The answer explains the following: the legal 
rate of interest in this state, — whether or not banks are 
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penalized with forfeiture if they exact a larger rate than the 
legal rate ; whether banks may charge a greater interest in 
cash advanced on various types of negotiable instruments 
held as collateral or whether or not usurious interest voids 
a contract; and how interest is paid on accounts where the 
same is not stipulated. 

Q. 10 — The question is a review of the various points of 
law governing corporate organizations within the state, or 
foreign corporations operating within the state ; and, since 
such questions form an intimate part of the accountaiit's 
practice, the answer should be accorded studious perusal, 
ft The law concerning how and when the annual reports of 
corporations are to be filed ; by whom uttered, and by whom 
signed; what data shall be contained therein; penalties for 
default; and the reports of insolvent corporations, are all 
outlined in this answer. 

Q. 11 — The question concerns the statutes of distribu- 
tion, and the student is asked to outline the disposition 
which would be made of an estate where the owner has died 
intestate, and to distinguish between the distribution which 
would be in order where the estate had been handed down to 
the owner, and where the owner had purchased the estate. 

The answer takes into cognizance the relations of the vari- 
ous descendants mentioned, and outlines the distributions 
which should legally be made, giving the reasons therefor. 

Q. 12 — The question concerns the topic of gratuitous 
bailments, as exemplified in the circumstances set forth. 

The answer explains just to what extent the banker would 
be liable under the given circumstance, — and how his stand- 
ing would have been affected had he shown negligence in 
caring for the property entrusted to him. It also shows 
how special provision may be made to bind a banker abso- 
lutely for properties placed in his care. 

Q. 13 — The question involves the principle as to whether 
or not a person not a party to a contract may bring action 
for the consummation of the contract, The answer shows 
how a son to whom his father had conveyed lands, with 
the stipulation that he pay an annuity to his mother, would 
stand m the law if he failed to carry out his part of the 
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contract imposed by his father, ft It explains the redress a 
mother would have against a son with so little sense of 
filial duty. 

Q. 14 — The principle inherent in this question empha- 
sizes the fact that two wrongs do not constitute a right, 
ft In this case the wrong-doing of a treasurer in issuing a 
corporation's check in payment of a personal debt, and the 
irregularity of the creditor in accepting such payment, does 
not absolve the creditor from responsibility, when the cor- 
poration calls upon him to make good the losses sustained 
by the latter through the acts of the treasurer, ft The an- 
swer gives a clear exposition of the law, and cites the only 
circumstance which would constitute an exception to the 
general rule. 

Q. 15 — This question is one which concerns the law of 
contracts, and winch deals with circumstances where a num- 
ber of persons are inter-dependent in the consummation of 
a contract, i.e., the one must be supplied with certain parts, 
before the manufactured product may be assembled and 
finished, ft The question is if B contracted to furnish A 
with certain accessories for cars, and defaulted in his agree- 
ment, would the fact that the cars were destroyed by fire 
while in A's possession absolve B from his responsibility 
for the default on his part, ft The answer makes the law 
very plain on such complexes as these. 
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QUESTION 1 

I Define the following: contract, partnership, hail- | 
ment. \ 

ANSWER AND ARGUMENT 

A CONTRACT is an agreement between competent 
parties supported by a legal consideration either 
to do or refrain from doing some lawful thing. 
Contracts are classified in various ways. They may 
be formal or informal. The validity of formal con- 
tracts depends upon some peculiar solemnity which 
attaches to the mode of expressing the agreement. At 
common law they are termed contracts under seal or 
contracts of record. Informal contracts are not under 
seal or of record; they are also called parol contracts, 
and may be verbal or in writing. 

Contracts may be express or implied. The former 
are stated in words by the parties either orally or in 
writing: the latter are inferred from conduct or cir- 
cumstances. They may be implied in fact or in law. 

Again contracts are said to be executed or ex- 
ecutory. When a contract is executed, property 
rights, grown out of it, have extinguished the original 
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contract; when it is executory, something remains still 
to be done by each or by one of the parties. If obliga- 
tions of each of the parties are still outstanding, the 
contract is called a bilateral executory contract; if 
only one party has not perforated its undertaking, the 
contract is a unilateral executory one. 

A partnership, as between the members thereof, is 
the association, not incorporated, of two or more per- 
sons who have agreed to combine theiV labor, property 
and skill, or some of them, for the purpose of engag- 
ing in any lawful trade or business, and sharing the 
profits and losses, as such, between them. 

A bailment is the delivery of personal properly for 
some particular purpose, or a mere deposit, upon a 
contract, express or implied, that after the purpose has 
been fulfilled it shall be redelivered to the person who 
delivered it, or otherwise dealt with according to his 
directions or kept until he reclaims it, as the case may 
be. 
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QUESTION 2 

I Define the following: lien, "del credere" commis- I 
sion, statute of limitations, devisee, executor. \ 

ANSWER AND ARGUMENT 

A lien is a holding or claim which one person has 
on the property of another as security for a judgment 
or some charge or debt out of that property. 

A "del credere" commission is an additional com- 
pensation allowed to a commission merchant or factor 
in consideration of his guarantying the payment to his 
principal of the debts due from the buyer for goods 
sold by such factor or commission merchant. 

A statute of limitations is a statute limiting the 
time within which actions may be brought to enforce a 
right. There are both federal and state statutes of 
limitation; the latter must not conflict with the Fed- 
eral Constitution, federal statutes or treaties, or the 
state constitution. 

All of the States in the Union have Statutes of 
Limitations. They are not uniform, but provide dif- 
ferent periods of time within which specified actions 
must be brought. These periods vary from twenty 
years to one year. The period for the most common 
cases, ie., those arising under simple contracts, is gen- 
erally six years. 
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Suits for the collection of taxes due under the vari- 
ous Revenue Acts may be brought at any time within 
five years after the return was filed, except in cases 
of fraud or failure to file the required return. 

A devisee is one to whom real property is given by 
will, while a person to whom personal property is 
given by will is termed legatee. 

An executor is a person appointed by will to carry 
it into effect after the testator's death and to dispose 
of his estate according to the tenor of the will. 
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QUESTION 3 

What is a corporation? Mention the three im- 
portmt particulars in which a corporation differs 
from a partnership. 



ANSWER AND ARGUMENT 

A corporation is a collection of individuals united 
in one body, under such a grant of privileges as se- 
cures a succession of members without changing the 
identity of the body, and constitutes the members for 
the time being, one artificial person or legal being; 
capable of transacting some kind of legal business, like 
a natural person. 

The three important particulars in which a cor- 
poration differs from a partnership are (1) in being 
created by legislative authority, by virtue of a charter 
granted by the state, while a partnership is treated by 
contract between its members ; (2) the liability of the 
stockholders of a corporation is generally limited to 
the amount of the stock held by them, while each part- 
ner is liable for all partnership obligations. Under 
the New York Stock Corporation Law, however, every 
holder of capital stock not fully paid in any stock cor- 
poration is personally liable to its creditors, to an 
amount equal to the amount unpaid on the stock held 

251 



Digitized by Google 



Commercial Law 



Vol. II The Quiz- Answerer 



Answer and Argument — Question 8 — (Cont'd) 

by him for debts of the corporation contracted while 
such stock was held by him. Stockholders of corpora- 
tions and associations for banking purposes are gen- 
erally liable to creditors of such institutions for twice 
the par value of their stock. Wage-earners who have 
recovered judgment against a corporation for wages 
and are unable to collect the judgment out of the 
corporate assets, may bring an action against individ- 
ual stockholders; (3) the capital of a corporation is 
divided into shares which may be transferred without 
affecting the corporate entity, while each partner's 
interest is so merged that it cannot be divided or 
transferred without dissolution of the firm. 
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QUESTION 4 

What is a "voting trust" and in general haw far 
are voting trusts valid? What is an "ultra vires" 
act by a corporation? If a corporation has con- 
tracted to do such an act, may the other party 
enforce the contract against the corporation? 

Explain. 



ANSWER AND ARGUMENT 

A voting trust is a transfer by a stockholder of 
his stock to any person or persons, by agreement in 
writing, for the purpose of voting in such person or 
persons the right to vote thereon for a limited time, in 
this state not exceeding five years. Under the New 
York General Corporation Law every other stock- 
holder, upon his request therefor, may, by a like 
agreement in writing, also transfer his stock to the 
same person or persons and thereupon may participate 
in the terms, conditions and privileges of such agree- 
ment; the certificates of stock so transferred shall be 
surrendered and cancelled and certificates therefor 
issued to such transferee or transferees in which it 
shall appear that they are issued pursuant to such 
agreement and in the entry of such transferee or 
transferees as owners of such stock in the proper 
books of said corporation that fact shall also be noted 
and thereupon he or they may vote upon the stock so 
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Answer and Argument — Question 4 — (Cont'd) 

transferred during the time in such agreement speci- 
fied; a duplicate of every such agreement shall be 
filed in the office of the corporation where its prin- 
cipal business is transacted and be open to the inspec- 
tion of any stockholder daily, during business hours. 

Such trusts are valid so long as they are created 
for a proper purpose, and for a reasonable time, and 
do not contemplate any advantage from which stock- 
holders outside the trust are excluded and are not 
qontrary to the principles of law or equity. 

An "ultra vires" act of a corporation is an act 
which it is not authorized by its charter to do. The 
defense of ultra vires when interposed as a defense 
by a business corporation, is never looked upon with 
favor; and it is well settled that ultra vires is no de- 
fense when the contract was made in good faith and 
has been fully performed, since the corporation has 
had the full benefit of the performance of the con- 
tract 
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QUESTION 5 

What are the mam points of difference between 
a promissory note and a bill of exchange? How 
does a check differ from an ordinary bill of ex- 
change? Owe an illustration of the proper way 
of signing a negotiable instrument for (a) a cor- 
poration by an officer, (b) an individual or firm 
by m agent or attorney. 



ANSWER AND ARGUMENT 

In the case of a promissory note the maker prom- 
ises to pay the amount of the note directly to the 
payee, while in the case of a bill of exchange the 
drawer requests the drawee to pay the amount therein 
stated to the payee, A check is always drawn upon 
a bank or banker, while a bill of exchange may be 
drawn upon an individual. A pr^lnissory note is a 
promise in writing; a bill of exchange is an order to 
pay. There is also a difference as to the purpose for 
which these instruments are issued. A promissory 
note is usually given to obtain or extend credit, as 
when it is discounted to obtain a loan from a bank; 
a bill of exchange, or "draft" as it is usually called 
among business men, is most frequently employed as 
the means of making collection of a debt due or past 
due. Trade acceptances, which are accepted drafts, 
have come into extensive use within recent years. 
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Their purpose is to fix the amount of a debt beyond 
dispute and to enable the holder to turn than readily 
into cash by discounting, if his requirements should 
make this desirable. 

A corporation being an artificial person can act 
only by its authorized agent; and, in signing a nego- 
tiable instrument, as in signing other corporate con- 
tracts, it must appear that such agent executes the 
contract for the corporation. Hence the signing should 
be "The X Corporation by A. B., Treas." and not 
"The X Corporation, A. B., Treas."; for in the latter 
case the title "treasurer" is regarded as descriptive 
of the individual. The same rule applies as to sig- 
natures by agents of individuals or firms to negotiable 
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QUESTION 6 

For what purposes may a trust be created in the 
State of New Yorkt 



ANSWER AND ARGUMENT 

By statute in this state it is provided that an ex- 
press trust may be created for one or more of the fol- 
lowing purposes : 

1. To sell real property for the benefit of creditors. 

2. To sell, mortgage or lease real property for the benefit 
of annuitants or other legatees, or for the purpose of satisfying 
any charge thereon. 

3. To receive the rents and profits of real property, and 
apply them to the use of any person, during the life of that 
person, or for any shorter term, subject to the provisions of 
law relating thereto. 

4. To receive the rents and profits of real property, and 
to accumulate the same for the purposes, and within the limits 
prescribed by law. 

The New York Code of Civil Procedure provides 
that property held in trust for a judgment debtor can- 
not be taken in a creditor's action for discovery where 
the trust has been created by, or the fund so held in 
trust has proceeded from, a person other than the 
judgment debtor. 
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Nevertheless, real property, held by one person, in 
trust for the use of another, is liable to levy and sale 
by virtue of an execution, issued upon a judgment re- 
covered against the person, to whose use it is so held 
in a case where it is prescribed by law, that, by rea- 
son of the invalidity of the trust, an estate vests in 
the beneficiary; but special provision is not otherwise 
made by law, for the mode of subjecting it to his debts. 
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QUESTION 7 

Give the steps necessary for the formation of a 
corporation under the Business Corporations Law. 



ANSWER AND ARGUMENT 

The steps necessary for the formation of a cor- 
poration under the Business Corporations Law are (1) 
the preparation, execution and acknowledgment, in 
duplicate, of certificate of incorporation. A certificate 
of incorporation must be executed by natural persons, 
who must be of full age, and at least two-thirds of them 
must be citizens of the United States and one of them 
a resident of the State of New York. Every certifi- 
cate of .incorporation must be in the English language. 
No certificate of incorporation of a proposed corpora- 
tion having the same name as a corporation authorized 
to do business under the laws of this state, or a name 
so nearly resembling it as to be calculated to deceive, 
shall be filed or recorded in any office for the purpose 
of effecting its incorporation, or of authorizing it to 
do business in this state; nor shall any corporation, 
except a religious, charitable or benevolent corpora- 
tion or bar association, be authorized to do business in 
this state unless its name has such word or words, 
abbreviation, affix or prefix, therein or thereto, as will 

clearly indicate that it is a corporation as distinguished 
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Answer and Argument — Question 7 — (Cont'd) 

from a natural person, firm or co-partnership, or un- 
less such corporation uses with its corporate name, in 
this state, such an affix or prefix. 

(2) Filing and recording of original certificates 
of incorporation in office of the Secretary of State; 

(3) payment of organization tax to State Treasurer ; 

(4) filing and recording of duplicate original or cer- 
tified copy of certificate of incorporation in the office 
of the county clerk of the county in which the prin- 
cipal office or place of business is to be located; (5) 
meeting of the incorporators; (6) meeting of the di- 
rectors; (7) preparation and execution of certificate of 
payment of capital stock, and filing the same in the 
office of the Secretary of State; (8) registration in the 
office of state tax commission under the Stock Trans- 
fer Tax Act. 
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QUESTION 8 

Give in substance the provisions of the statute for 
the formation of limited partnership; also, in brief, 
the powers and duties of a special partner. 



ANSWER AND ARGUMENT 

The steps to be taken in forming a limited partner- 
ship are (a) filing in the county clerk's office of the 
county in which the principal place of business of such 
partnership is located a certificate stating (1) the 
name of the firm under which the business is to be 
conducted and the county wherein the principal place 
of business is to be located; (2) general nature of busi- 
ness to be transacted; (3) names and whether of full 
age of general and special partners, distinguishing 
which are general and which special and their respec- 
tive places of residence; (4) amount of capital which 
each special partner has contributed to the common 
stock; (5) time when partnership is to begin and end. 
(b) Piling in county clerk's office affidavit of general 
partner that sums named in certificate have been con- 
tributed to common stock by each special partner and 
have been actually paid in good faith in cash, (c) 
Publication of substance of certificate for six succes- 
sive weeks in two newspapers in county of business 
office to be designated by county clerk. 
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A special partner does not engage in the actual 
management of the business and cannot bind the firm 
by such acts. The general partners are the agents and 
sureties of the firm agents for the transactions of its 
business ; sureties for the liquidation of its liabilities so 
far as the assets of the firm are insufficient to meet 
them. 

The special partners' liabilities are usually limited 
to the amount of their contributions. 
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QUESTION 9 

What is the legal rate of interest on ordinary loms 
of money in the State of New York? Are bankers 
empowered to take a higher rate on discounting 
ordinary paper? Under what conditions, if any, 
may a banker take whatever rate of interest is 
agreed on by the borrower? What are the penal- 
ties for taking usurious interest? What is the 
general rule for computing interest on an account 
on which payments are made from time to time 
when no stipulation has been expressed? 



ANSWER AND ARGUMENT 

The legal rate of interest in this state is six dollars 
upon one hundred dollars for one year, and at that 
rate for a greater or less sum, or for a longer or 
shorter time. 

No higher rate may be taken by bankers on dis- 
counting ordinary paper, and knowingly receiving or 
charging a higher rate works a forfeiture of any right 
to interest. Nevertheless, banks actually get more than 
legal interest by their way of discounting notes by de- 
ducting the entire amount of interest from the amount 
of their face. This method is established by usage and 
sanctioned by law; but it should be confined to dis- 
counting commercial paper having but a short time to 
run. 
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Banks may take whatever interest is agreed upon 
for advances of money payable on demand to an 
amount not less than $ 5.000.00 made upon warehouse 
receipts, bills of lading, certificates of stock, certificates 
of deposit, bills of exchange, bonds or other negotiable 
instruments pledged as collateral security for such 
repayment. 

A contract for usurious interest is void. It is, 
however, lawful for a lender to make an extra charge 
for the risk he incurs, provided that risk be distinct 
and different from the personal risk of the debtor's 
inability to pay. The owner of a note also has a right 
to sell it for whatever he can get for it. 

In the case stated it is provided by statute that in- 
terest is to be calculated at the rate mentioned, by the 
year, in the same manner as if the words per annum 
< or by the year had been added to such rate. 



264 



Digitized by Google 



The Qtjiz-Answbeer Vol. II 



Commercial Law 



Commercial Law 



QUESTION 10 

Within what time must a domestic stock corpora- 
tion, or a foreign stock corporation doing busi- 
ness in this state, file its annual report ? Is my 
exception made in the case of a stock corporation 
doing business without the United States? What 
must such annual report showt By whom must 
such report be signed, by whom verified by oath, 
and in what offices must the same be filed? What 
penalty attaches for failure to file such report? 
Is it necessary to file such a report after the cor- 
poration has passed into the hands of a receiver? 



ANSWER AND ARGUMENT 

Domestic stock corporations, or foreign stock cor- 
porations operating in this state must file their annual 
reports during the month of January. Corporations 
doing business without the United States must file such 
report on or before the first day of May. 

The report must show (1) the amount of capital 
stock and the proportion actually issued. (2) The 
amount of the corporation's debts or an amount whicji 
they do not exceed. (3) The amount of its assets or 
an amount which its assets at least equal. (4) The 
names and addresses of all the directors and officers of 
the company; and, if a foreign corporation, the name 
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also of the person designated in the manner prescribed 
by the code of civil procedure as a person upon whom 
process against the corporation may be served within 
the state. 

The report is made by the president, vice-president, 
treasurer or secretary, and is filed in the office of the 
Secretary of State. The Stock Corporation Law does 
not require the annual report to be acknowledged or 
sworn to. 

The penalty is $ 50.00 per day for every day, after 
notice of ten days, the corporation neglects to file. 

s 

Insolvency and receivership does not relieve a cor- 
poration of its obligation under this law. 

In actual practice such reports are generally not 
filed at all. Since no penalty attaches to failure to file 
them, unless and until a creditor or a stockholder of 
the corporation makes a written request for such a 
report and ten days have elapsed, and since it would 
be of very little interest to such creditor or stock- 
holder, the request is rarely, if ever, received and sec- 
tion 34 of the Stock Corporation Law, which contains 
the foregoing requirements, has become practically a 
dead letter. 
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QUESTION 11 

A, the owner of real estate which came to him on 
the part of his mother, dies intestate, leaving no 
children or descendants hut a father and mother, 
brother and two nephews, children of a deceased 
sister; to whom does the estate descend and in 
what proportions? Suppose the estate had come 
to A by purchase; to whom would it gof 



ANSWER AND ARGUMENT 

On the death of A leaving the relations named 
and being the owner of real estate which came to him 
on the part of his mother, it is provided in the statute 
of distribution that such estates shall descend to the 
mother for her life; and on her death, if the brother 
and the two nephews survive, one-half thereof would 
go to such brother and the remaining one-half would 
be divided equally between the two nephews. Should 
the brother have died, the entire reversion would be 
equally divided between the two nephews. Brother and 
one nephew surviving, it would be equally divided be- 
tween them, since the nephews take the share their 
parent would have taken if living. Had A acquired 
the estate by purchase it would have gone to his father. 

This answer is based on the following sections of 
the New York Decedent Estate Law which provides: 
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The real property of a person who dies without de- 
vising the same shall descend: 

1. To his lineal descendants, 

2. To his father, 

3. To his mother, 

4. To his collateral relatives, as prescribed in the 

following sections. 

If the intestate leave descendants in the direct line 
of lineal descent, all of equal degree of consanguinity 
to him, the inheritance shall descend to them in equal 
parts however remote from him the common degree of 
consanguinity may be. 

If any of the descendants of such intestate be liv- 
ing, and any be dead, the inheritance shall descend 
to the living, and the descendants of the dead, so that 
each living descendant shall inherit such share as 
would have descended to him had all the descendants 
in the same degree of consanguinity who shall have 
died leaving issue been living; and so that issue of 
the descendants who shall have died shall respectively 
take the shares which their ancestors would have re- 
ceived. 

If the intestate die without lawful descendants, 
and leave a father, the inheritance shall go to such 
father, unless the inheritance came to the intestate on 
the part of his mother, and she be living; if she be 
dead, the inheritance descending on her part shall go 
to the father for life, and the reversion to the brothers 
and sisters of the intestate and their descendants, ac- 
cording to the law of inheritance by collateral rela- 
tives; if there be no such brothers or sisters or their 
descendants living, such inheritance shall descend to 
the father in fee. 
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QUESTION 12 

A banker takes for safe-keeping a package of 
money and securities marked with the depositor's 
name. The package is soon after stolen by the 
banker's cashier, who has hitherto borne a good 
reputation and has in no way excited suspicion. 
Is the banker liable f What is the principle f 



ANSWER AND ARGUMENT 

Property so left with a bank is known as a special 
deposit. The banker owes to the depositor in such 
case the same care as would be required of him in 
taking care of his own property and he is not liable 
to the depositor for its loss unless he has exercised less 
care in taking care of this property than of his own. 
This is a gratuitous bailment and the principles ap- 
plicable to such cases are applicable here. 

Under the circumstances stated, there would have 
been no negligence on the part of the banker as to 
ordinary property of the bank; hence there would be 
no liability in the case stated. It is assumed that the 
deposit described in the question is gratuitous and the 
principles above set forth state the measure of liability 
in such case. The banker might, of course, incur a 
higher degree of liability by special contract. 
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Ordinarily, when a depositor makes a deposit with 
a bank or banker the relation of creditor and debtor 
arises, unless there is clearly an intention that the 
identical deposit is to be returned, in which case the 
relation, as to that particular deposit, is that of bailor 
and bailee. If a bailment is for the sole benefit of the 
bailor, only ordinary care is required of the bailee, 
while if it is for the sole benefit of the bailor, he is 
bound to exercise great care* 
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QUESTION 13 

A father conveyed land to his son on his covenant- 
ing to pay cm annuity to his mother during her 
widowhood; in case he fails to pay such annuity, 
may the mother maintain an action on the cove~ 
nant so made for her benefit, she not being a party 
to the contract? Explain. 



ANSWER AND ARGUMENT 

It is well settled in this state that in the case stated 
the mother may maintain an action on the covenant 
made for her benefit although not a party to the con- 
tract. This is on the ground that the obligation of a 
husband not only to provide for the support of his 
wife during life, but also to provide for her against the 
day when he may be incapacitated by disease or re- 
moved by death, furnishes the consideration to sup- 
port the contract. 

"The relationship between husband and wife was 
sufficient to entitle the plaintiff to her action upon the 
covenant to her husband, and which was made for her 
benefit; the consideration enured from the husband, 
and arose from the obligations of that r elation/ 9 said 
Chancellor Kent, in the same case as that stated in this , 
question, and the reasoning of the learned Chancellor 
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has been followed in the subsequent decisions of the 
Courts of this State* 

Under the Real Property Law a widow is endowed 
of the third part of all the lands whereof her husband 
was seized of an estate of inheritance, at any time dur- 
ing the marriage. If a jointure or a pecuniary pro- 
vision is made for her, in lieu of dower, she must make 
her selection whether she will take the jointure or 
pecuniary provision, or be endowed of the lands of her 
husband; but she is not entitled to both. 

She is deemed to have elected to take the jointure 
or pecuniary provision, unless within one year after 
the death of her husband she enters upon the lands 
assigned to her for her dower, or commences an ac- 
tion for her dower. Such period of one year may be 
enlarged by the order of a court competent to pass 
on the accounts of executors, administrators or testa- 
mentary trustees, or to admeasure dower. 
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QUESTION 14 

In case one receives from the treasurer of a cor- 
poration) in payment of such treasurer's individ- 
ual debt, a check of the corporation signed by such 
treasurer, will an action lie against the payee by 
the corporation to recover the amount paid if the 
payee takes such check without any inquiry and 
the moneys are in fact misappropriated by the 
treasurer^ Explain. 



ANSWER AND ARGUMENT 

It is clear under the rules governing the execution 
of corporate paper that an action by the corporation 
is maintainable against one who takes the check of the 
corporation executed by an officer in satisfaction of the 
individual debt of such officer to the payee thereof. 

A corporate officer has no authority to execute 
such paper unless expressly authorized, and then only 
for corporate purposes. Such check* would be valid 
only in the hands of an innocent purchaser for value 
without notice of the fact that the check was not given 
in payment of a corporate debt. In this case the 
payee taking the check knows that it is not in pay- 
ment of any debt which is due to him from the cor- 
poration. He is therefore put upon inquiry as to the 
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authority of the treasurer of the corporation to draw 
a check for such a debt. 

Altogether too many close corporations make a 
practice of paying the individual debts of their officers 
for them with company checks and charging such pay- 
ments to said officers' individual accounts upon the 
corporate books. It is not always practicable for the 
recipient of such check to make the inquiry respecting 
the regularity of the payment which, legally, he is 
obliged to make. This method of payment, therefore, 
works a hardship on the creditor of the corporate 
officer and should be superseded by one whereby such 
officer is paid his stipulated compensation by one 
check of the corporation and settles his individual 
bills by his personal checks. 
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QUESTION 15 

The plaintiff agreed, specifying price, to build and 
deliver cars to the defendant, who was to furnish 
iron boxes necessary to their completion; they 
were completed, except so far as prevented by the 
default of the defendant in not furnishing the 
boxes, when the cars were destroyed by fire while 
in the possession of the plaintiff and without his 
fault. In a suit upon the contract for his labor 
and materials, should plaintiff succeed t Owe 

reasons. 



ANSWER AND ARGUMENT 

Plaintiff is entitled to recover under the facts 
stated. It is the general rule that where a party has 
contracted to manufacture or produce an article its 
destruction while in process of construction does not 
discharge the contract or relieve the contractor from 
its performance. 

But there is also another rule of law, equally well 
established, which is that failure of complete perform- 
ance caused by the act of the party for whom the work 
was being done is no defense in an action upon such 
contract by the contractor. 

Each party to the contract is under the implied ob- 
ligation to do all that he reasonably can to enable the 
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other party to perform his contract, and a parly who 
fails to do so is liable for the damages sustained by the 
other party. The destruction of the cars was not the 
proximate cause of the breach of contract but the fail- 
ure to furnish the boxes. 

A breach of contract by failure of performance 
may or may not discharge the injured party from 
performance of his obligation, according to whether 
the contract was divisible or indivisible. Where the 
promises are mutually dependent a breach of perform- 
ance by one of the parties not only gives the other 
party a right of action for damages, but also dis- 
charges that party from performance. 
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Manner in which percentage tables are to be prepared to 
carry out transactions outlined in narrative; accounting ex- 
position of treatment in mergence of companies, (Ans. 4 — 
Vol. II.) 

GOODS IN PROCESS OP MANUFACTURE — Factory Aocts.: 
How an auditor would proceed to establish facts concerning 
goods in process and finished goods from the elements 
furnished. (Ans. 8 — Vol. II.) 

INCOME AND P. & L. ACCOUNT — Three Sections: 

Showing how this statement is to be presented in three sec- 
tions to reflect: (a) cost of production; (b) net proceeds of 
sales; (c) net earnings, in a problem involving the activities 
of a coal mine. (Ans. 6 — Vol. II.) 

INSTALLMENTS— Paid into Sinking Fund: 

How to prepare statements for board of directors showing 
sinking fund installments; provision for the amortization of 
assets. (Ans. 1 — Vol. II.) 

INVENTORIES— Factory Cost Accounts— Fire Loss: 

An outline of the features which would be subject to minute 
inquiry by an auditor in deducing facts and figures in de- 
termining a fire loss. (Ans. 3 — Vol. II.) 
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JOURNAL ENTRIES— Adjustments: 

Showing the treatment of purchases which were not brought 
into the records previous to preparation of trial balance. 
(Ans. 6— Vol. II.) 

JOURNAL ENTRIES— Realization Proceedings: 

How the f acts presented are handled, preliminary to making 
ready for the preparation of a realization and liquidation 
account. (Ans. 2 — Vol. II.) 

JOURNAL ENTRIES— New Company: 

A complete gamut of journal entries, showing the action, 
and the technique of expression, of the accounting procedure 
incident to working out problem. (Ans. 4 — Vol. II.) 

LABOR— Cost op Production: 

Pro-forma set-up of calculations and percentage tables pre- 
pared for the various companies entering into a new combina- 
tion. (Ans. 4— Vol II.) 

LEASED COAL MINES — Determination of Earnings: 

The considerations which go into the calculation of average 
cost per ton, what statements are to be prepared, and how. 
(Ans. 6— Vol. II.) 

LEDGER ACCOUNTS— Skeleton Outline: 

Complete gamut of ledger accounts, fully written up, show- 
ing the status of the accounts after the facts and figures cited 
have been applied. (Ans. 4 — Vol. II.) 

MANUFACTURING STATEMENT— Technical Preparation : 
Pro-forma accounting exposition of how such statement is 
prepared in the light of the transactions incident to the prob- 
^ lem. (Ans. 5— Vol. II.) 

MATERIALS AND SUPPLIES— Cost of Production: 

Percentage tables prepared for the individual companies 
entering into a new organization as one entry. (Ans. 4 — 
Vol. II.) 

MINING COMPANY— Coal Mined on Lease : 

How business and financial statements are prepared for such 
an organization, showing gross earnings and average cost 
per ton. (Ans. 6 — Vol. II.) 

OPENING OP BOOKS— Formation of New Company: 

Pro-forma opening entries of hew company, based on mer- 
gence of two going concerns, in accordance with the facts sub- 
mitted. (Ans. 4— Vol. II.) 
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PRIME COST OP GOODS MANUFACTURED — Fire Loss: 

Features to be considered by an auditor in arriving at an 
equitable adjustment of fire loss, and pro-forma exposition of 
calculations. (Ans. 3 — Vol. II.) 

PROFIT AND LOSS ACCOUNT — Combination op Companies: 
Pro-forma statement showing the structural make-up of such 
statement, including the element of trading. (Ana. 4 — 
Vol. II.) 

PROFIT AND LOSS ACCOUNT— Dissolution op Company: 

A contrast of what it is the function of the profit and loss 
account and a statement of realization and liquidation to 
individually show. (Ans. 2 — Vol. II.) 

PROFIT AND LOSS ACCOUNT — Manufacturing Concern: 

Showing by example how such statement is prepared, and 
the disposition to be made of the various items presented in 
the problem. (Ans. 5— Vol. II.) 

REALIZATION AND LIQUIDATION— Principles : 

The principles underlying the preparation of such state- 
ment ; and pro-forma exposition of its presentation at time of 
termination of company. (Ans. 2 — Vol. II.) 

BENT OP PLANT— Status op New Company: 

The manner in which this item and other items are treated 
with in the preparation of percentage tables for each company. 
(Ans. 4— Vol. II.) 

REPAIRS AND MAINTENANCE — Percentage Tables : 

An accounting exposition of how percentage tables are pre- 
pared for the companies combining their activities in a new 
organization. (Ans. 4 — Vol. II.) 

RESERVES FOR DEPRECIATION— Dissolution op Company: 
The significance of reserves for depreciation in a distribu- 
tion of assets among the stockholders of a corporation in 
process of dissolution. (Ans. 2 — Vol. II.) 

ROYALTIES — Coal Mined on Leased Property : 

An accounting exposition of how statements are prepared, 
and how cogent calculations and deductions are arrived at, in 
order to produce dependable results. (Ans. 6 — Vol. II.) 

SALE OF ASSETS OP BUSINESS — Liquidation : 

How such procedure is to be accounted for, as contrasted 
with the distribution of the profit of a going concern. 
(Ans. 2— Vol IL) 
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SINKING FUND — Interest Investment and Installments: 

Treatment accorded sinking fund for the amortization of 
wasting asset, — how amount of installments are determined; 
income from investment of accruals in sinking fund. 
(Ans. 1— Vol. II.) 

SKELETON LEDGER — Analysis of Account Contents: 

Showing status of the individual accounts, after posting of 
adjustment journal entries, in preparing a statement of realiza- 
tion and liquidation. (Ans. 2— Vol. II.) 

SURRENDER OP STOCK CERTIFICATES— Cancellation : 
Distribution of amounts due shareholders upon dissolution 
of corporation, and surrender of certificates. (Ans. 2 — 
Vol. II.) 

TRADING AND PROFIT AND LOSS ACCOUNT— New Co.: 
Pro-forma accounting exposition of what features would be 
exploited, and in what manner, in the technical preparation 
of such statements, involving a combination of various manu- 
facturing companies. (Ans. 4 — Vol. II.) 

TRUSTEES FOR STOCKHOLDERS — Liquidation : 

Manner in which the directors of a corporation serve the 
stockholders in the instance of the dissolution of the corporate 
existence. (Ans. 2 — Vol. II.) 

UNADJUSTED TRIAL BALANCE — Necessary Adjustments: 
Skeleton ledger drawn up to show the action in the various 
ledger accounts, brought about by necessary adjustments in 
the trial balance. (Ans. 5— Vol. II.) 

UNEXPIRED INSURANCE — Deferred Charge: 

Discussion of the points of interest and pro-forma entries, 
showing accounting treatment of this feature. (Ans. 6— 
Vol. II.) 

WASTING ASSETS — Depreciation and Amortization: 

Manner in which yearly installments are decided upon, and 
the treatment accorded such accounting features in the books. 
(Ana 1— Vol II.) 
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ACCOUNTS RECEIVABLE— Branch Concerns: 

How an auditor would proceed to verify figures in detail, 
and how home office would be supplied with significant data 
to probe results and control situation. (Ans. 10— Vol. II.) 

ACCOUNTS RECEIVABLE— Losses and Bad Debts: 

Detailed procedure on the part of auditor where client re- 
fuses to set apart necessary reserves for bad debts, and ex- 
pects auditor to certify to balance sheet. (Ans. 14— Vol. II.) 

ADVICE OP SHIPMENTS— Branch Accounts: 

Pro-forma set-up of reports to keep home office informed 
upon this salient issue. (Ans. 10 — Vol. II.) 

ANALYSIS OF BILLS PAYABLE— Method and Purposes: 

Manner in which an auditor would proceed to analyze the 
accounts, and the results reflected. (Ans. 6 — Vol. II.) 

ASSETS AND LIABILITIES— Audit of Balance Sheet : 

How an auditor would treat and report upon obvious losses 
latent in assets and liabilities stated on balance sheet. 
(Ans. 14— Vol. II.) 

ASSISTANTS OP ACCOUNTANT — Distributing Work: 

How to apportion work of an audit to various helpers, and 
how to control the situation through properly adapted working 
papers. (Ans. 8— Vol. II.) 

AUDITORS' EARMARKS AND CONTROL— Procedure: 

A r6sum6 of the important features to be borne in mind by 
junior accountants in assuming the responsibilities for an 
audit. (Ans. 7— Vol. II.) 

AUDIT OP BRANCH HOUSES— Co-ordination of Reports: 

The manner in which an auditor would prove such items 
as sales, purchases, shipments, salaries, expenses and cash 
transactions. (Ans. 10 — Vol. II.) 

297 



Digitized by Google 



Index — Auditing 



Vol. II The Quiz- Answerer 



AUDIT OP SECURITIES— Cardinal Points of Inquiry: 

Outstanding features of importance and interest in a verifi- 
cation of negotiable and non-negotiable securities. (Ans. 9 — 
Vol. II.) 

AUDIT OP THE ACCOUNTS— Why Instituted: 

Recounting the objects to be attained in an audit, and how 
the same would be planned to come within the purposes and 
limitations set down. (Ans. 1 — Vol. II.) 

AUDITOR'S REPORT— Presentation of Statements: 

Discussion upon the structural elements of such a report and 
the manner in which it would be drafted up. (Ans. 15 — 
Vol. II.) 

AUDITS — Administrative and Independent: 

What such audits have in common, and the points of differ- 
ence, both in purpose and scope. (Ans. 1 — Vol. II.) 

BALANCE SHEET AUDIT — Confusion in Terms: 

What accounting processes would constitute an audit of the 
balance sheet per se, and what would constitute an audit of 
the accounts and balance sheet as well. (Ans. 14 — Vol. n.) 

BALANCE SHEET— Branch Accounts: 

How the same would be prepared from the trial balance 
and the features to be exploited in the same for authentic 
results. (Ans. 10— Vol. II.) 

BILL BOOKS — Recording Bills Payable : 

How books for recording bills issued, — bills paid, — and bills 
falling due, would secure intelligent and effective control. 
(Ans. 6— Vol. II.) 

BILLS PAYABLE— Analysis of Account: 

Method of conducting the account, and why and how the 
same is made the subject of analysis. (Ans. 6— Vol. IL) 

BONDS — In Audits and Investigations: 

How lists are prepared, and how an authentic verification 
of the same is accomplished. (Ans. 9 — Vol. II.) 

BOOK RECORDS AND DOCUMENTS— Conduct of Audit: 

The relation of each individually, and taken together, from 
the viewpoint of an accountant rnMnp an audit. (Ans* 3 — 
Vol. II.) 

298 



Digitized by Google 

« 



The Quiz-Answerer Vol. II Index — Auditing 



BORROWER'S STATEMENTS — Credit Extension: 

Manner* in which notes falling due must be analyzed and 
segregated, and the objects of so doing; also methods of con- 
trolling the situation. (Ana 6 — Vol. II.) 

BRANCH ACCOUNTS— Audit of the Same: 

What the report of a local auditor making an investigation 
at the instance of another auditor employed at headquarters 
would contain as to vital statistics. (Ans. 12 — Vol. II.) 

BRANCH ACCOUNTS — Administrative Control: 

How an auditor, traveling between a number of branch 
stores, would devise means of audit and control. (Ans. 10 — 
Vol. II.) 

CASH AUDIT— Partnership Accounts: 

The steps to be instituted by an auditor in planning a cash 
audit where the bookkeeper has absented himself without leave 
or explanation. (Ans. 4— Vol. II.) 

CASH — Monthly Reconciliation — Audits: 

Outline of instructions to be furnished a client by his auditor 
in order to produce results for efficacious conduct of audit. 
(Ans. 3— Vol. II.) 

CASH RECEIPTS AND PAYMENTS— Branch Accounts: 

A description of a form which may be used to gather signifi- 
cant information for report and administrative purposes. 
(Ans. 10— Vol. II.) 

CASH REVIEW — How to Proceed: 

The interrogation to be followed through with regard to 
receipts, payments, and cash balance in an audit of cash. 
(Ans. 2— Vol. II.) 

CERTIFICATION OF BALANCE SHEET— Outline: 

A pro-forma draft of the report of an auditor and form of 
certificate in certifying to a balance sheet where he is con- 
vinced of a shrinkage in asset values by an overstatement of 
accounts receivable. (Ans. 14 — Vol. II.) 

CLAIM AUDITS— Methods of Procedure: 

The objects to be accomplished ; how and by whom the same 
are carried into effect. (Ans. 1 — Vol. II.) 

CREDITS AND REFUNDS — P ranch Accounts: 

Pro-forma accounting expedients showing how this avenue 
of accounting data may most advantageously be dealt with. 
(Ans. 10-Vol. II.) 
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DEFAULT IN PAYMENT— Installment Pubchasbs: 

How an auditor would regard outlay for installments in the 
instance of default to pay in full, and how such transactions 
would be reflected in the balance sheet. (Ans. 5 — Vol. II.) 

DIARY OP ASSIGNMENTS— Control op Assistants: 

How the work of an audit is planned by a senior accountant ; 
how the same is apportioned to various juniors, — and how each 
assistant makes a daily report of progress. (Ans. 8— Vol. II.) 

DIVIDEND PAYING SECURITIES — Their Verification: 

The patent accounting truths concerning the same which 
must be reflected in the accounts and come under consideration 
in an audit. (Ans. 9— Vol. II.) 

ESTATE ACCOUNTS— Report of Accountant: 

Manner in which an accountant would conduct an audit, 
and features coming within the purview of his report. 
(Ans. 11— Vol. II.) 

FINANCIAL INSTITUTIONS— Audit of Cash : 

Processes to be followed by an auditor in order to establish 
authentic status at any focal date. (Ans. 2 — Vol. II.) 

HOME OFFICE AND BRANCH ACCOUNTS — Co-ordination : 
How the inter se accounts are conducted, and what is the 
function of both entities. (Ans. 12 — Vol. II.) 

INFRACTION OF OFFICE RULES— Auditor's Report: 

An argument on whether or not an auditor should report 
to the principals the fact that office manager is in the habit of 
over-drawing his account. (Ans. 13— Vol. II.) 

INSTALLMENTS— What They Constitute: 

How an accountant would regard purchases of wares, title 
to which is not secured until final payment is made. (Ans. 5 — 
Vol. II.) 

INSURANCE COMPANIES— Audit op Their Securities: 

How an auditor would plan an audit of their negotiable 
and non-negotiable securities; and outstanding precautions to 
be taken. (Ans. 9— Vol. II.) 

INTEREST-BEARING SECURITIES— How Maintained: 

Manner of presentation in the accounts in ^rder to facilitate 
interest payments and basis for redemption. (Ans. 9 — 
Vol. II.) 
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INVENTORIES— Branch Houses— Audit and Control: 

How the home office could build up synthetic data concern- 
ing inventories, in the absence of authoritative reports from 
branches. (Ans. 10— Vol. II.) 

JUNIOR ACCOUNTANTS— Instructions: 

A general discussion on the duties of junior assistants going 
out on field practice; and the instructions given them to pro- 
ceed with such work. (Ans. 7 — Vol. II.) 

LOCAL AUDIT— Branch Accounts: 

Points upon which a local auditor would report to a home- 
town auditor concerning the activities of a branch concern. 
(Ans. 12— Vol. II.) 

MISAPPROPRIATED FUNDS— Audit of Cash : 

How may an auditor establish the extent of the same in an 
audit hastily conducted in the absence of bookkeeper. 
(Ans. 4— Vol. II.) 

MONTHLY REPORTS— Branch Houses: 

How an auditor would institute methods of administrative 
control so that home office would stand in close touch with 
branches. (Ans. 10— Vol. II.) 

NOTES PAYABLE— Control op Dub Dates : 

Manner in which an auditor may bring about an analysis of 
the account, and plan to co-ordinate the pay dates with busi- 
j ness receipts. (Ans. 6— Vol. II.) 

OBJECTS OP AN AUDIT— General Outline: 

A r6sum6 of the purposes and scope of audits in general 
with references to specific procedure in particular instances. 
(Ans. 1— Vol II.) 

OFFICE ROUTINE— Instructions: 

Outline of points to be covered by accountant in working 
up an office " procedure' 9 for guidance of client, in order to 
facilitate audit. (Ans. 3— Vol. II.) 

OPENING BALANCE— Cash Review: 

The attention which an auditor is called upon to pay to 
this important accounting feature in a review of cash. 
(Ans. 2— Vol. II.) 

OUT-PUT AND OUT-GO— Royalties and Production: 

Important points to be considered by an auditor where 
articles are bought on installments, and royalties are paid on 
production. (Ans. 5— Vol. II.) 
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OVER-DRAFT OP SALARY— Office Manager: 

Whether or not an auditor would report systematic monthly 
over-drafts of stipulated salary, which are, however, made good 
before time of audit. (Ans. 13 — Vol. II.) 

PERSONAL ESTATE— Trustee's Accounts: 

Points of interest which would engage the attention of the 
auditor, more particularly with reference to securities, income 
received, proceeds from sales of inventory property, etc. 
(Ans. 11— Vol. II.) 

PLANNING AN AUDIT— Instructions to Junior: 

An outline on broad general lines as to the instructions which 
would be issued for the guidance of an auditor in field prac- 
tice. (Ans. 7— Vol. II.) 

PRECAUTIONS IN AUDITS— Verification of Securities: 

A recital of the strict observances which would be made by 
an auditor in examining the securities of a large insurance 
company. (Ans. 9 — Vol. II.) 

PREPARATORY LISTS OP SECURITIES— How Prepared: 

How an auditor would prepare the way for an audit of 
securities, in order to expedite the work and secure reliable 
results. (Ans. 9— Vol. II.) 

REAL ESTATE— Rights of a Legatee: 

The question of the administration of revenue, — how the 
principal is kept intact for remainderman, reports for life 
tenant, and final accounting. (Ans. 11 — Vol. II.) 

RECONCILIATION OP CASH— Procedure : 

Draft of detailed procedure to be followed in office of client 
in order to prepare data looking to facilitating the conduct of 
audit. (Ans. 3— Vol. II.) 

REPORT OP ACCOUNTANT— Trustee's Accounts: 

A detailed review of the salient f eatures which would become 
subjects of investigation by an auditor. How to report upon 
the same. (Ans. 11 — Vol. II.) 

REPORTS OP AN AUDITOR — Outline : 

Manner in which an auditor would draft his report in order 
to cover salient features and important elements to be em- 
bodied; presentation of statements. (Ans. 15 — Vol. II.) 
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ROYALTIES — Mac h ine r y Not Owned: 

How the question of royalties would be regarded by an 
auditor where the producing machines are bought on the in- 
stallment plan. (Ans. 5— Vol. II.) 

SALARIES — Office Manager— Over-Draft*. 

Position of an auditor with regard to exigencies, in the 
event that proper restitution is made before the date of audit. 
(Ans. 13— Vol II.) 

SALES — Charge and Gash— Branch Accounts: 

Pro-forma accounting expedients designed to dispose of this 
important accounting feature in branch control. (Ans. 10 — 
Vol. II.) 

SECURITIES— Negotiable and Non-Negotiable : 

How an auditor would proceed with the verification of stocks 
and bonds for an insurance company to safeguard the same 
during audit (Ans. 9 — Vol. II.) 

STOCKS AND BONDS — Negotiable and Non-Negotiable : 

An outline of the precautions which an auditor would ob- 
serve in order to proceed with the verification of securities. 
(Ans. 9— Vol. H.) 

SUSPECTED MALFEASANCE— Conduct of Cash Audit: 

Where the sudden and unexplained absence of a bookkeeper 
makes an audit inevitable, how shall an auditor plan the same 
in such emergency t (Ans. 4 — Vol. II.) 

TRUSTEE'S ACCOUNTS— Life Tenancy: 

Cogent facts to which an auditor would pay close attention, 
more especially as concerns re-investment of principal, — rev- 
enue from rents, interests, etc. (Ans. 11 — Vol. II.) 

VERIFICATION OP BALANCE SHEET— Audit: 

How an auditor called in to verify a balance sheet would 
proceed with an audit of the accounts in order to establish a 
true basis. (Ans. 14— VoL II.) 

VERIFICATION OF BRANCH ACCOUNTS — Local Auditor: 
The manner in which branch accounts would be reflected on 
the books of home office, and how statements of Status would 
be prepared. (Ans. 12— VoL II.) 

VERIFICATION OF CASH — Suspect ed Malfeasance: 

The investigation to be pursued by an auditor with regard to 
cash and book records where a bookkeeper, absent without 
leave, is suspected of wrongdoing. (Ans. 4 — Vol. II.) 
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VOUCHERS — Cash Audit — Financial Institutions : 

What would constitute proper vouchers for receipts and pay- 
ments, and to what processes of audit the same would be sub- 
jected. (Ans. 2— Vol. II.) 

WEEKLY REPORT— Branch Houses— Pro-forma Set-up : 

An example of how such expedient might be devised, and the 
data which would be reflected in the same. (Ans. 10 — 
Vol. II.) 

WORKING PAPERS— Devised fob Am in Auditing: 

How to prepare a working program to institute an audit of 
the accounts ; and the detail which must receive consideration. 
(Ans. 8— VoL II.) 
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AGENTS, ATTORNEYS, OFFICERS — Acting fob Others: 

When, and in what manner, may representatives sign negoti- 
able instruments for corporations, firms, and individuals f 
(Ans. 5— Vol. II.) 

ANNUAL REPORTS— Stock Corporations: 

The legal requirements as to what annual reports shall con- 
tain in the way of statistics, both for domestic and foreign 
corporations. (Ans. 10 — Vol. II.) 

ANNUITY TO BE PAID TO PARENT— Default : 

Whether or not a parent may bring action for the payment 
of an annuity, which was to be paid by a son on the strength 
of the conveyance to him of certain properties for this pur- 
pose. (Ans. 13— Vol. II.) 

BAILMENT — Its Purpose in Business: 

In what a bailment is constituted, and its objects. (Ans. 1 — 
Vol. II.) 

BILLS OF EXCH. AND PROMISSORY NOTES— Defined: 

Wherein these two instruments differ in construction and 
import (Ans. 5 — Vol. II.) 

CERTIFICATE OF INCORPORATION— Procedure: 

The steps which shall be taken in the formation of a corpora- 
tion under the business corporations law. (Ans. 7 — Vol. II.) 

CHECKS OF CORPORATION— Issued for Personal Debts: 

May a corporation bring action against persons who have 
received such moneys in liquidation of the personal debts of an 
official t (Ans. 14— Vol. II.) 

COMPUTING INTEREST ON ACCOUNTS— Not Expressed: 

The statutes as to how interest shall be computed where no 
express stipulation has been made concerning the same. 
(Ans. 9— Vol. II.) 

CONTRACTS— Their Significance in Business: 

The general principles underlying contracts. (Ans. 1 — 
Vol. II.) 
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CONTRACTS— Usurious Interest: 

The effect which any charge for interest, in excess of the 
legal charge, would have upon contracts. (Ans. 9 — Vol. II.) 

CONTRACT TO MANUFACTURE— Destruction op Product: 
The inter-relation and individual responsibility, of each 
party who has contracted to furnish some salient part of a 
contract. (Ans. 15 — Vol. II.) 

CONVEYANCE OF PROPERTY — Imposing Stipulated Duties: 
The question of whether a mother may bring action for de- 
fault against a son to whom property was conveyed by his 
father, with the express stipulation that the son pay his 
mother an annuity. (Ans. 13— Vol. II.) 

CORPORATIONS— Domestic and Foreign : 

The law concerning the filing of annual reports, and what 
the same shall contain. (Ans. 10— Vol. II.) 

CORPORATIONS— How They Are Formed: 

The essential requirements which must be complied with in 
the formation of corporations, under the business corpora- 
tions law. (Ans. 7 — Vol. II.) 

CORPORATIONS— How They Dipper prom Partnerships: 

The essential points which distinguish a corporation from a 
partnership. (Ans. 3 — VoL II.) 

DEL CREDERE COMMISSION— Commission Merchants: 

The nature of such compensation, and when it is in order. 
(Ans. 2— Vol. II.) 

DESTRUCTION OF MFD. ARTICLES— Under Contract: 

The reliability of a person who has contracted to furnish 
certain commodities which are destroyed before delivery; and 
whether such destruction absolves another contractor who has 
defaulted in his contract. (Ans. 15 — Vol. II.) 

DEVISEE — As Distinct prom Legatee : 

A brief outline of the meaning of the term. (Ans. 2 — 
Vol. II.) 

ESTATES — Bequeathed or Purchased— Death op Owner: 

The disposition of such properties where the owner dies in- 
testate. (Ans. 11— Vol. II.) 

EXECUTOR— Appointed by Testator: 

A brief definition of how an executor is constituted. 
(Ans. 2— Vol. II.) 
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EXPRESS TRUSTS— Created in New York State: 

Statutes of the State outlining the purposes for which trusts 
may be created. (Ans. 6 — Vol. II.) 

PILING OP ANNUAL REPORTS — Corporations : 

By whom such reports are to be signed, sworn to, and where 
and when filed, — penalties for default. (Ans. 10— Vol. II.) 

INCORPORATION PROCEEDINGS-Steps to be Taken: 

An outline of the procedure to be followed, step by step, in 
the formation of corporations. (Ans. 7 — Vol. II.) 

INTEREST — Rates and Penalties fob Excess Charges: 

The legal rate for this State, and how the making of loans 
and negotiable instruments is governed thereby. (Ans. 9 — 
Vol. II.) 

LIEN — How Described in Law : 

The features which characterize a lien. (Ans. 2 — Vol. II.) 

LOANS MADE BY BANES— Interest Thereon : 

The law concerning whether or not banks may charge excess 
interest on loans ; and what constitutes exceptions to the rule. 
(Ans. 9— Vol, n.) 

MISAPPROPRIATION OP FUNDS — Treasurer op Corp. : 

The rights of a corporation as against the payee of the 
checks issued by the treasurer to recover losses sustained 
through the latter. (Ans. 14 — V6L II.) 

NEGOTIABLE INSTRUMENTS— By Whom Properly Signed: 
Illustration of the allowable manner in which instruments 
may be signed for corporations or firms. (Ans. 5— Vol. II.) 

OWNERS OF PROPERTY— Dying Intestate: 

The law concerning to whom such property shall descend, 
and in what proportions. (Ans. 11 — Vol. II.) 

PARTIES TO A CONTRACT — Agreement to Furnish Mat. : 
The law concerning the liability of one contractor, contract- 
ing with another to furnish parts, and defaulting in the con- 
tract. (Ans. 15— Vol. II.) 

PARTNERSHIP— How Co ns t ituted : 

The principles underlying the relationship known in busi- 
ness as a partnership. (Ans. 1 — Vol. II.) 

PARTNERSHIPS— Contrasted with Corporations: 

The salient characteristics which serve to make a clear dem- 
onstration between these two forms of business organization. 
(Ans. 3— VoL II.) 
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PROMISSORY NOTES AND BILLS OF EXCH.— Contrasted: 
The essential points which render these two instruments 
widely different. (Ana. 5— Vol. II.) 

RECEIVERSHIPS — Corporations in Their Hands: 

The law concerning the filing of reports by corporations 
which are in the control of receivers. (Ans. 10 — Vol. II.) 

RESPONSIBILITY OP BANKERS — Property Entrusted: 

To what extent may a banker be held responsible for prop- 
erty entrusted to him, when that property has been lost 
through theft t (Ans. 12— Vol. II.) 

SETTLEMENT OP PERSONAL DEBT— Corporate Funds: 

If a treasurer uses the checks of a corporation to defray his 
personal obligations, are such persons liable to the corporation 
for the amount involved t (Ans. 14 — Vol. II.) 

SHAREHOLDERS AND PARTNERS— Rights Contrasted: 

The differences in corporate and partnership forms of or- 
ganization, and the rights of partners and shareholders on the 
strength of such organization. (Ans. 3 — Vol. II.) 

SPECIAL CONTRACTS— Liability of Bankers: 

The provisions which may be made to make a banker abso- 
lutely responsible for property put into his care, even in the 
event of its loss or destruction. (Ana 12 — Vol. II.) 

SPECIAL DEPOSITS— Property Entrusted to Banks: 

The principle of law as to who is responsible for the prop- 
erly when the same is stolen. (Ana 12— Vol. II.) 

TRUSTS— Purposes for Their Creation : 

The purposes for which an express trust may be created in 
New York State. (Ans. 6— Vol. II.) 

ULTRA VIRES— What Such an Act Is, and How Applied: 

How an ultra vires act is constituted, and how such act is 
regarded in law and in business circles. (Ans. 4 — Vol. II.) 

VOTING TRUST— Validity of Such Trusts: 

In what such a trust is constituted, and the reasons for 
which it is created. (Ans. 4— Vol. II.) 
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BEFORE BRINGING THIS BOOK TO A CLOSE, THERE 
HAS BEEN EMBODIED A PERSONAL MESSAGE 
WHICH WE FELT WE WOULD LIKE TO GET ACROSS 
TO OUR STUDENT-READERS: WORDS OF ADVICE AS 
TO THE STUDY OF ACCOUNTANCY AND BUSINESS 
ADMINISTRATION; AND WORDS OF ADVICE AND 
ENCOURAGEMENT AS TO HOW TO PREPARE ONE- 
SELF FOR THE STRUGGLE TO ATTAIN WHAT IS 
HIGHEST AND BEST IN OUR ENDEAVORS IN THE 
BUSINESS WORLD.* "TAKE EACH MAN'S CEN- 
SURE/' SAID SHAKESPEARE, "BUT RESERVE THINE 
OWN JUDGMENT."* PERHAPS YOU WILL FIND 
IN OUR MESSAGE SOMETHING WHICH YOUR JUDG- 
MENT PROMPTS YOU TO REMEMBER AND CHERISH. 
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"What this world needs is knowledge male easy, 
pleasant and exciting. 



"Nothing is move stupid than the old-fashioned 
idea that knowledge must be hard and painful, 
medicine unpleasant to the taste, and 1*—t»«"g 
watered with the teats of childhood. 

•Truth and knowledge ate simple, beautiful 
and easy, if teachets will only make them so. 

"Teach your eyes to see, teach your eats to hear, 
which means use your brain. Make it see, make it 
think. Feed it with ten per cent of careful lead- 
ing and ninety per cent of hard thinking." 
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After-Dinner Diligence 

Aids in Assimilating Accountancy 



CONSTRUCTIVE 
ADVICE 

CONCERNING 



How to Study to make the most of 
your Time and Effort; 

How to put the Earn m your Learn- 
ing; and how these Books were 
Written to Facilitate Study 
and Assimilation; 

How to Prepare for Examinations; 
and What to do in the Fined 
Test. 

BY 



THEODORE KOEHLER, CPA. 

Fob Twenty-Five Yeabs Conductob op the 
New Yobk School of Accounts 

(New York's first Accountancy School) 

Upon man's after-dinner diligence depends his destina- 
tion. £ Many a business genius of today forged the links in 

his chain of preparedness and action dur- 
HowtoCom the ^ h(mr8 t ^ ghaded 

Dollar out of . ° . r , , 

your Diligence poring over an open book, with 

head pinioned between his palms. 
They are the golden hours of the day, — the study hours, — 
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the hours when our initiative is at work, and when we make 
the most headway. * * * 

The constructive work done in these evening hours is of 
value alike to the business worker, who finds surcease from 
his breadwinning toil; and the academic student, who has 
recess from his departmentalized sessions. * These are the 
hours of intake and assimilation.** A well-chosen book, 
an hour or two for study, and the urge from within to 
achieve — in these three lie the essentials for success.*** 

One of our notable business man successes, Henry L. 
Doherty, who controls some two hundred American utili- 
ties, says : 

"An eight hour day may be more efficient 
than a ten hour day; but I do think we should 
give a little thought to the sixteen remaining 
hours. If a man yearns to have two working 
hours less each day for profitable reading, or 
anything else that makes for the improvement 
of himself and family, well and good ; but if he 
desires shorter hours for mere idleness, then I 
say at heart he is just a plain loafer. So then 
if a mm asks his employer for shorter hours, 
let him ask himself what he would do with the 
extra time if he should get it." 

It might be a good thing, therefore, to venture some 
suggestions in the way of analysis and direction of our 
study hours, whether we settle down at our desks, or just 
use a few odd moments in the subway jam. It is a question 
of concentration cmd concerted consumption, wherever we 
are. * Constructive reading seems about the most potential 
single force which we can muster to our aid; constructive 
reading, reflection, and remembering.** Coleridge says: 
"Force yourself to reflect on what you read, paragraph by 
paragraph"; and again, "There is an art of which every 
man should be master, — the art of reflection." * * * 
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"One of the main drawbacks with our business aspi- 
rants," says Edison, "is atrophy, — atrophy of the connec- 
tion between the eye and the brain. The eyes perceive, but 
the brain does not get a message from them." * What does 
reflection mean to you t How much do you absorb when you 
study or read? * £ After you have acquired the first funda- 
mental principles of these basic subjects of accountancy, 
and have mastered a pragmatic or working knowledge, it is 
up to you to build upon this foundation of intelligently 
absorbed ideas. * * * 

"Ideas move the world," said Dr. Adler recently. £ 
Ideas, plastic and pregnant, are alone of practical value 
to the student.** No knowledge, that comes to you 
through reading or study, or other technical preparation 
and practice, will serve you as an infallible tape measure in 
every problem with which you may be confronted in the 
future. 

Bather then, should you be fortified with a flexible fund 
of basic ideas upon which you may draw as a guide in form- 
ing your own code of professional or business procedure. * 
Cultivate self-sufficiency; for the degree to which you 
possess it, will be the degree to which you will build up a 
successful professional or business career. «r* "A useful 
brain," says Brisbane, "may be destroyed by forcing into 
it a hideous collection of facts that crowd the mind, and 
choke the original mental work. Stuffing a human brain ac- 
complishes nothing except the weakening of that brain. «r £ K 

With the material available in these books, a sound, sue- 
cessful, self-sufficient working knowledge of the field of ac- 
countancy, is up to you. K Things learned by rote, however 
faithfully, yield at best a parrot knowledge, — unworkable, — 
inapplicable. «r«f Therefore, in all you read and study, 
strive for individualism; cultivate the power of adept ad- 
aptation. Discriminate. All that you see, hear, learn to- 
day, what relation has it to what you have seen, heard, 
learned before ? * * * 
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Have you gained a single additional idea? A new 
thought? Then add it to your fund. * Make every idea 
your working capital, and keep enlarging the amount on 
deposit. It's not the student who plugs the hardest, but the 
one who is the most receptive, who succeeds.** Recep- 
tivity is the secret. It is not the student who is the most 
retentive, but the one who is the most discriminative, who 
can make an idea work for him. * * * 

Therefore : when you turn back the covers of these books, 
read and re-read ; study studiously ; absorb. * Master every 
principle promulgated herein with reference to accountancy 
practice and procedure; and, where it is not a matter of 
principle, but of exploitation, devitalize the substance of 
every idea presented with the voraciousness of a vampire 
bat** Bleed every idea until it is limp; but, don't 
memorizel 

An idea is like a sky-rocket, if you keep thinking on the 
idea. The shell bursts, and a shower of sparks are released ; 
and suddenly, just when you think the radiance is all but 
spent, — boom, — and another shower of even more resplend- 
ent radiance breaks forth. * Get all the sparks out of an 
idea before you let it go.** All that you read is for 
your thorough ingestion; but, let me urge you, take away 
only impressions: absorb, — absorb, — as does a dry sponge 
water. *** 

Make the time you spend on any of the subjects in these 
books, — practical accounting, theory, auditing or law, your 
4 * study hour." * Concentrate your mind upon it. Try to 
forget everything else. Don't take a bunch of notes, only 
to cram them into your pockets, and expect to study 
later. * * Study with understanding, and when you put the 
printed page away, think about what you have studied. Give 
yourself a mental quiz on the subway or street car.% ** 

The palatability of most foods is lost to many because of 
the habit of gulping down foods whole, or semi-so ? It was a 
wise provision of nature to enforce us mortals to chew out 
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the savor of things. She knew onr frailties ; for surely we '11 
chew for a nutty flavor with far less reluctance than we 
would for the bare insurance of a good digestion. * Let 
it be so with your reading. Don't bolt it down. Don't be 
superficial and reject a thing as ineffectual after only a 
cursory examination. Many things so scanned, thought- 
lessly and in haste, would be found to be full of meaty 
succulence had you stopped long enough to chew-out the 
flavor.*** 

So then my advice is, — "Masticate, — Masticate, — Mas- 
ticate." What I have given you in these works you will 
need in one direction or another. I have given you nothing 
which is chaff ; you need it all, though you may not realize 
it at the moment. * You do not object to the bran in your 
breakfast food. You know that while the wheat kernel is 
building up blood and tissue, the bran is attending to the 
sanitation of your body. The one is as important as the 
other. * * You may get a little "bran" in the fabric of this 
accountancy fodder; but, take my word for it, it is just 
enough to stimulate your facile functioning. * * * 



Doubtless it would have been possible for me in view 
of my long experience as a business organizer, accounting 

practitioner and teacher, and from my 
Why I adopted the searching analysis of the prevailing 
'l^Zih^^ 9 economic and financial conditions, to 
Accmmting ^ ave originated a number of ponderous 

44 Quiz-Answer" volumes on the abstract theory and 

practice of accountancy for study pur- 
poses, designed to promote a greater perspective in business 
efficiency and systematization. * I realized fully, however, 
that the business worker who puts in long hours with feet 
dug into the rungs of his high stool, and who aspires through 
study in his spare hours to round out his education, and 
to increase his business efficiency and earning power, lacks 
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the time to delve into technical books of soul-sickening thick- 
ness. * * The same applies to the business executive who 
is looking for fresh ideas 'to enthuse into the accounting 
finesse of his own business, and who is steeped to the last 
moment each day in administrative problems. Mf 

Neither of them has time to grope through endless pages 
in the hope that hidden somewhere in the labyrinth is a 
message for them — something they can use.* To put a 
600 p. half -levant, with morocco corners, on "The Ethics 
and Principles of Practical Accounting' 9 into the hands of 
an aspirant after knowledge, would be about as deadening 
to his ambition as to have him sit down under an opas tree 
and expect him to stay awake. * * Study mediums are of 
use to us only when they fall within the measure of our 
"psychological grasp," and, when our hands are filled with 
the everyday exactions of making a living, and our spirits 
are sapped to a large degree with its attendant vicissitudes, 
our study hours must hold something alive with interest, 
and not constitute just another "albatross" hung around 
our over-burdened necks. * * * 

I know from my experience as a teacher that students 
loved to push their text books aside on class nights, and fire 
questions at my desk ad libitum; and, experience has taught 
me also that the facts which they drew out of me at such 
times, were the facts they remembered. * It did not matter 
whether what I gave them were but the age-old truths of 
the profession, told in dramatized form, or whether I ex- 
pounded the newest adaptation of some course of account- 
ing procedure. The fact remained that there was a personal 
query answered; a personal problem dealt with. Whether 
or not it met a universal human need in the way of account- 
ing orientation, didn't count. They got what they wanted, 
without wading through the mire of things they didn't want. 
They got ail the essentials by the way of elimination. **£ 

The solution was obviously then to compile a book or 
books on accounting questions and answers, which would 
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give an accountancy student the full measure of information 
he sought, without the staggering volume of most technical 
text books. * I have made the basis of these books the New 
York State C.P.A. examination questions given at various 
Certified Public Accountant Examinations. I chose them 
for their authenticity, their variety of scope, their unbiased 
and impartial viewpoint, and their general accounting com- 
prehensiveness. * * Each successive examination forms a 
volume complete in itself, and all questions are answered 
and commented on without omission or evasion. While 
these examination questions, answers, and arguments, em- 
brace a wide gamut of activities relating to accounting pro- 
cedure, they present the problems in such form that they 
may be easily assimilated. * * * 

An author who contemplated writing a book of one or 
two hundred thousand words would soon stoop under the 
burden were he to carry in his mind's eye that entire task 
from day to day, no matter how thoroughly conversant he 
might be with his subject, or how entirely ambitious he 
might be to see the same finished. * Many writers make 
it a habit, therefore, to block off their work into chapters, 
and to work up a chapter in the rough here, or round out 
and add to a chapter there, and so little by little to build 
up and assemble the literary framework of the book.** 
The outlook of every man or woman seeking an education 
in professional fields is much the same as that of the writer : 
to contemplate the whole sphere would be discouragement 
from the start.*** 

A horse will pull the heaviest of loads up the longest of 
hills, if there are little rests in the grades, — a chance here 
and there to lift up his head, look around, and take a breath. 
The same is true of the student and reading public as of the 
author at his desk, or the horse hauling a load — there must 
be rests in the grade. * Instead of a single sequential com- 
pilation of an encyclopedia on the principles and theories 
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of accounting practice, therefore, the work has been divided 
up into small volumes, easily stowed away in an office 
carry-all, or caught under a book-strap. The subject matter 
is blocked off into small parcels, complete in themselves, — 
and every one is independent from the rest. One may begin 
to study at the end, or at the beginning with the same con- 
summate success, and no one need fear losing his place or 
his bearings. * * The questions are all practical questions 
of everyday practical needs and experiences. All are equally 
vital, all equally interesting, all developed with equal force 
and foresight; all replete with constructive advice, and 
practical suggestions as to accounting practice and pro- 
cedure. KXK 

In all prof orma journal or ledger entries comprehended 
in the practical problems or questions on theory, we have 
given strict observance to accounting finesse. * The art of 
expression should be as compelling in accountancy as that 
in any other of the arts and sciences. The technique of ex- 
pression of an accounting practitioner is as outstanding a 
measure of his or her individuality, indeed, as is that of 
Paderewski, Rodin, or Melba. ** The salient elements of 
an entry should stand out as the high points of interest in a 
picture.*** 

The explanatory text, elucidating an entry, should be 
set up in small neat script, immediately following the 
entry, but somewhat apart therefrom, so that the main fea- 
tures of the entry stand out bold and clear from the sup- 
porting text. * And, as to the import of explanatory text, 
it should be clearly "explanatory" — not merely a quasi at- 
tempt to make it so. * * In all business and financial state- 
ments, or statements of other accounting significance, the 
proper sequence and arrangement of the accounts, and 
the best ideas of symmetry and balance of their presenta- 
tion, have been clearly expressed. * * * 

Every student of business procedure should endeavor to 
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cultivate an eye for the beautiful in accounting expression, 
and these exercises should prove of much help and benefit. * 
They should furnish business executives also with an ac- 
cepted and standardized code for comparison and emulation 
in their own office procedure. * * I feel that for every seeker 
after accounting knowledge, in whatever sphere he mpy be 
found, whether employer or employee, these books will 
afford a ready solution of the everyday problems of the 
business world. * * * 

To the student working for the C.PJL Degree, there is 
little I can say in addition to the points I have herein made 

for students in general. * To study with 
Helps mdHmts ^ open mind ^ my hest ^^.g* a 

CJP A Students * ew s P ec ^ c observations may be found 
of value to students working for the 
examinations, and I outline such as come to mind herein- 
under.*** 

Concerning Law I can say least, so I might speak of law 
first. * Make your answers terse and to the point But 
be sure you get the drift of the question. 
Law the Least ^ qne8 ti n carefully and intently. * * 

Fo^CJPjL More students f a* 1 1x1 taw through misdrift 
Examinations *kan through being misinformed. Law is 
the least elastic of the four examinations, 
and it is difficult to becloud the issue with circumlocu- 
tion.*** 

Know your subject thoroughly ; weigh your question, de- 
cide upon the principles involved, and state the law dearly 
and concisely. * Many questions in law, however, are mat- 
ters of judgment and individual procedure. * * Where they 
are such, give them a little more latitude; write them up 
intelligently. State precedent where you can. Use every 
means in your power to impress upon the examiner that 
you are imbued with a serious, working knowledge of your 
subject as foundation for your accountancy practice.*** 
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In theory and auditing you can allow yourself a little 

more swing. These should be your two best subjects in 

working up your average. Aside 

Theory and Auditing f rom yonr technical training, these 

the twin subjects should bring out your wit, 

Technique-Testers J £ , : * r VT , Z 

of the resourcefulness, and adaptability.* 

CJPA. Examinations ^ theory and auditing questions 

should be to you what the psycho- 
analysis questions were to recruits who were being " meas- 
ured/ 9 psychologically, as to their personal fitness, and who 
were asked among other things, "if you were sent to a brook 
with a three pint jug and a seven pint jug, how would you 
bring back five pints of water, accurately measured, not 
guessed at. 9 9 * * It is simply a question of resourcefulness, 
and resourcefulness must be to the student what the driving 
belt is to the machine: without it the wheel of knowledge 
flys around wild. * * * 

Let this resourcefulness and initiative be apparent at 
examinations. Put a little spirit and personality into your 
answers. Bead your questions carefully. Decide on the 
accountancy principles involved; and proceed to give them 
the best presentation you are capable of. * Pay the best 
possible attention to your composition and rhetoric; and re- 
member that the examiner does not need any practice in 
punctuation. If an examiner is compelled to punctuate your 
paper before he can understand your meaning, it is going to 
count against you in just so many 4 4 goose eggs, " * * Write 
with clean, neat, short well-set-up paragraphs. Get your 
ideas together, and lay them out in well-balanced sentences. 
Don't make it necessary for an examiner to grope for your 
meaning.*** 

State your facts plainly. Use short sentences, and short 
words. But, in your efforts to be concise, do not curtail 
your ideas. If you have something to say be prolific — say 
it, — make an impression. * I have seen students answer ten 
questions in theory or auditing on a page and one-half. 
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What kind of an insight can an examiner get as to the 
eligibility of a student from a cramped page and a half? * * 
The aim of the examiner is not to find out how well you can 
answer the CJPJL. questions, but how well fitted you are to 
become a member of the accounting profession. The ques- 
tions are the psychological yardstick. * * * 

Show the examiner that yon not only know the principles 
of accountancy, but are conversant with the business world 
in which you are going to practice accountancy. * Show 
that you know the workings of the mind of the business man, 
his purposes, facilities and needs, — that you know the busi- 
ness man's relation to the world of business and industry, 
and that you are imbued with your relation to both.** 
Almost every examination contains questions where the 
above is possible, and in which your intelligent answers will 
give index of your vision and technique. * * * 

What has this to do with accountancy? I will show by 
example. When a number of young, prominent, and suc- 
cessful physicians sought high commissions with the army 
overseas, they were ranged before the Board of Army Ex- 
aminers; and I have heard that one of the first questions 
fired at an intelligent- visaged medicine-man at the head of 
the row was: "Who was the first King of the Jews?" He 
flunked.* The examiners knew that the applicants had 
primed themselves to the gills with medical topics on which 
they might have grown rusty. They had brushed up on 
impetigo contagioso, angina pectoris, and arthritis de- 
formans, and all other outre features met with in medical 
practice; but, what the examiners wanted to know was — 
"how much interest had they taken in the world in general, 
outside of their text books and prescription blanks."** 
Show the examiner that you haven't simply crammed for an 
examination, but that you have at your command perspec- 
tive, viewpoint, discrimination, judgment, plus the prin- 
ciples of accountancy. * * * 
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All that has been said about law, theory and auditing is 
true with equal force of practical. * Be careful and atten- 
tive in reading your problem. Bead it alL 
nH? • Concentrate upon it. Don't miss half of it, 



face; but haste makes waste at examinations. Double up 
on your energies in working out the details of your answer; 
but in reading your problem, and in framing your answer, 
take your time — a slip in computation will tell against you 
less than a slip in principle. * * * 

Set up your statements with the best possible accounting 
finesse. Make the salient elements of entries stand out in 
clear, bold precision, and have all supplementary figures 
and explanatory text look as though it were in support of 
the entries. Make your business and financial statements 
talk. * Treat the examiner as a human being. Speak to 
him. If a problem is open to more than one method of 
attack, tell him the viewpoint you have taken, and upon 
which you have built up your solution. * £ Do not make it 
necessary for him to probe for your viewpoint. If the 
problem is somewhat ambiguous, or one or more elements 
are missing, say to him that for a more intelligible solution 
you have introduced those elements, — what they are, and in 
what measure. 

Above all things do not become panic stricken. Keep a 
cool head. * Make it an infallible rule never to have a single 
question undone. Make some kind of an effort, however 
futile. Oftentimes the candidate thinks the problem be- 
yond him; but when once he gets something down on paper, 
he sees how he can better it, — new ideas come to him, and 
the final result is often entirely commendable. % % In pre- 
paring for the practical examinations, make it a point to 
work problems again and again, each time according to the 
clock. Set a minimum time allowance, and work upon that 
problem over and over again until you can present your 
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completed solution within the time set. It is largely a 
matter of facility. £ 

In Hawaii the natives eat their "pan" out of a great 
big pot by deftly twirling it around the first two fingers of 
their hands, and thus bringing it to their mouths with an- 
other deft twist of the wrist You or I would make an awful 
mess of it. It's all in being used to it. * If you practice 
juggling figures deftly and quickly, you'll be able at exami- 
nations to run out a problem with a supple wrist. If you 
do not practice, you'll flounder. The necessity for practice 
in this direction is obvious.)** My last admonition to 
you is — 1 4 Be careful. ' ' Once your paper is handed in, there 
is no going back. There is no 4 4 of course, of course, — " 
1 ' wouldn 't-ya-think-he-could-see-that, — " at examinations. 
After-thoughts don't count. It's what you've got down 
on paper that will pass you. * * * 

Be careful, thorough, painstaking, and intelligent, and 
you'll make all four subjects, first time, with honor; — try 
it.* Remember that you are marked on each paper in- 
dividually, separately considered; and finally, the papers 
are all brought together, and you are rated on tfye spirit and 
merit of your production as a complete entity. % % Let your 
aim be then to make a good impression upon your judges — 
" Leave them with a good taste in their mouths — " so good 
that they would not have the heart of denying the ac- 
countancy profession so good a new recruit.** Give the 
examiner such a good, square, honest, clean-cut, compelling 
paper on accountancy, that he cannot pass you up, — he must 
pass you through. * * * 
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// 5 Up to You 



Nature is indiscriminate in her adjustment of life 
principles: in matters of Birth, peeress and peasant 
labor alike; in Death, pontiff and pauper pass on 
equal footing into the shadows; in our Work we one 
and all get out of the world what we put into it — 
plus. 

Place and Power ate not of fickle fulfilment 1£% 
the world-old law of compensation, of cause and 
effect. Place and Power are for those who make 
Place and Power the Pivotal Points of their aims, — 
and STICK. 

Theodora Koehler, C P. A. 
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The Underpinning of the 
Business Understudy 

BY 

THEODORA. KOEHLER, CPA. 

Fob Fifteen Yeabs Co-Conduotob op the 
New Yobk School op Accounts 

Our industrial, commercial, social and civic life is bound 
up riow-a-days in the one big word — business, Men and 

women are steeped in it.*)* Nothing in 
Big Business a u the avenues of arts and sciences has 
and Its Demands made 8Uch progressive strides as that 
Upon the Young , , r f , , . 
Men and Women w * uc ' 1 has marked our business expan- 
of Our Nation 8 i° n - * * Nothing has a more potential 

influence upon our national welfare and 
efficiency, moreover, than the growth of American busi- 
ness. *K* 

The high average intelligence and education of the busi- 
ness working element of our population, — its business men 
and women,— executives, accountants, bookkeepers, and 
clerks; their thirst for preparedness and progress; their 
initiative and staunch integrity, — is the steel rim which en- 
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circles the wheel of our national existence. Ml We have 
made big business one of our national characteristics. We 
have dignified business as one of the fine arts ; and no dis- 
tinction on earth is greater than to be dignified as one of 
America's business men. * * 

The names of Dupont, known as one of our greatest or- 
ganizers and financial geniuses; Henry P. Davison, who 
made our American Bed Cross the greatest institution of 
its kind in the world ; and Schwab, who made our United 
States foremost in steel and ships, and who began as a- 
dollar-a-day laborer, are only a few of the brightest stars in 
our industrial firmament. * * * 

The call for business executives becomes greater each 
year in these days of vital commercial activity. Every- 
where, every day, this truth rings clear in the ears of men. * 
More and more the college men, who formerly took the pro- 
fessions of medicine, law, and the clergy, now answer the 
call of business ; and it has been found that more than twenty 
percent of all college graduates filter into business fields. * * 
The United States turns out about 185,000 graduates from 
its colleges each year, it is estimated; and this vast army, 
if in all its vastness it would join the ranks of business pur- 
suits, would fill less than one-tenth of the yearly demand 
for trained men in business spheres. XXX 

The nine-tenths deficit must be made up out of the in- 
telligent studying element of our men and women, who have 
to be "go-getters" not only of their daily bread, but of their 
advancement to business careers as well, * The world needs 
leaders of men. fc* We are the players in the business- 
drama of life ; and, as every player needs an understudy, so 
every business leader needs an understudy, in some cases 
many of them, to stand in readiness to undertake an active 
part in the world's work. £ % n 

Since the progress and advancement of the understudy, 
apart from general intelligence, depends on specialized 
training and education, no time should be lost to secure the 
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required preparedness, mi An understudy cannot know what 
day he may be called upon to take a leading part, and he 
must be ready, * Ml Winchell Smith, the prominent actor- 
playwright, lays all his present success to being a ready 
understudy in not one, but a number of parts, at the psy- 
chological points in his career. "When the manager crooked 
his finger at me, I was ready," he says. How many of us 
stand ready, all primed for the place ahead? * Ml Ml 



Preparedness, then, must be the aim of every student 
business worker. * Nowhere in all the world, moreover, is 
an education, practical for business pur- 
The Unique poses, as readily obtained as in the 

Study Advantages Unit ed States,-nowhere are such faciU- 
Toung American ** es an( * opportunities within the reach 
of all.** No one may plead that he 
never had a chance to succeed, for success lies within the 
grasp of the lowliest if he but aims at success and per- 
severes.*** 

The study-habit is the one vital factor in self -advance- 
ment. Ml You cannot be a success without acquiring the 
study-habit, no matter what educational privileges are ac- 
corded you. Mr Ml Fundamentally no difference exists be- 
tween a college education and a self -sought education: both 
are consequent upon long hours of study and application. 
The environment in the university of Hard-knocks may lack 
the inspirational impetus of our modern colleges ; but, the 
evolution of the human mind comes only in the one way: 
study, sincerity, self-renunciation. These three are open 
to all — everywhere. * * * 

Success in business comes not through conferred degrees, 
but through conscientiousness and concentration, long con- 
tinued; and, where these form the live coals in one's burn- 
ing initiative, any man or woman has the same chance for 
success in the South Sea Islands as in the cities. Ml Ml Ml 
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Self -study, that is, a self -organized campaign of study, 
serves the severest tests of business preparedness. * Study 
and preparation within schools, or apart from schools, gives 
any man or woman, competing for a competency in the 
world of business, the proper underpinning. ** The Law 
of Compensation never fails us : in the wise employment of 
our hours comes harvest. * * * 



Knowledge and technical training, ability to think, plan, 
concentrate, — mental discipline, mental balance, and stam- 
ina, — should form the planks in your 
How Character personaUty. * With such an underpin 
Thought and Study r. / • . . Mi) 
Makes the Sub-Man ™9> f*dure ts impossible.*** 
Superman Advancement and success are large- 

ly a matter of mental attitude and 
habit. * One of our great business organizers gave out this 
philosophy: "Success is for those who think success."** 
We grow only as we think. *** 

If we are content with ignorance, and with long hours 
of lowly labor at low wages, we learn to accept the seeming 
oppression forced upon us from day to day. * We regard 
ourselves as martyrs, and revel in our resignation, just as 
the men and women of China have each of them grown first 
accustomed and then proud of their queues, and their broken 
feet, — both the cruel exactions of the powerful over the 
weak, — the thinkers over the dreamers.*** 

Many of us do not stop to think that by a little personal 
effort we could shake ourselves out of our dusty dungeons 
of inertia, and scale the heights of business success.* 
Aimless restlessness and discontent are disturbing factors, 
of course; but discontent, charged with a motivating yearn- 
ing to attain what is higher and better, is our one best 
asset.*** 

In India there are fanatics who eat, sleep and live, 
stretched full length on a slack wire strung between two 
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trees. * It took years of living torment for them to grow 
that groove the whole length of their bodies, so that they 
could hold themselves on the wire as with the claws of a 
bird.** This groove finally becomes insensible to pain, 
and they swing, stupidly self-satisfied, the livelong day 
and night on that mono-rail of happiness. * * % 

No power on earth can pry them out of that groove: to 
them their self-imposed self-abnegation means life's high- 
est attainment, They've done their bit, so they think, 
and are content to gaze at the blue sky ; and be commiserated 
with by the passerby. * 

The same is true in business: we have our slack-wire- 
wallowers, too. * Sedimentation is at the bottom of nine- 
tenths of all business failures. * * The men or women who 
allow their mental or physical fabric to settle into a groove, 
stay there ; while those who set about to study and prepare 
for the world's active work, advance themselves, and soon 
pry out a profitable place where they fit in. % * 

The man or woman who has initiative and purpose, and 
gains technical preparation in some active phase of business 
pursuit, is in line for the highest privileges as concerns both 
practical preferment and pay-envelope. % "Give me a 
lever long enough, and a prop strong enough," said Archi- 
medes, "and I can move the world." *# Your character, 
determination, and resourcefulness form the fulcrum of 
your endeavors; and efficiency is the lever. To raise the 
efficiency of the business worker is to put into his hands the 
proper lever for self -advancement. 



For the many years that we conducted the New York 
School of Accounts, we found a deep gratification in our 
work; for it was daily proven that our "Actual Practice" 
Courses were helping aspiring young men and women, on 
their feet in their climb for success. * Then, too, we had 
long passed the goal of Preparing one hundred students for 
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(he CJPJL. Degree, which was the task Mr. Koehler had set 
himself when he founded the School as an arm of his ex- 
pert practice. * * We gathered our intimate circle of busi- 
ness men and women around us year by year in our work- 
shop, and considered our task well-done ; yet, as time went 
on we visioned the necessity of broadening out our sphere 
of usefulness to the world. * * * 

We felt that through personally attended classes only 
comparatively few people were reached, drawn from a most 
restricted radius in and around the metropolis; while, if we 
could crystallize Mr. Koehler 's long experience, genius, 
comment, censure and opinion in some form of text books, 
his voice would come within the range of countless numbers 
of accounting students, and studying business executives, 
all over this land and other lands, who are striving for 
knowledge and efficiency along these lines.* When Dr. 
. Frank Crane gave up the pulpit for the preachment printed 
on paper, it was aptly said: "Today he speaks from a 
sounding-board, and all the world may hear his voice." *% 
The urge for an amplified voice inspired the writing of 
these books.** Ml 



These books are intended to enlighten the followers of 
business in whatever work they may be engaged, and to 

increase their earning capacity. * 
The "Straight-Line'' The bookkeeper striving to become 
Policy in Study, chief-bookkeeper, accountant, or coat- 
and Study Mediums, , .„ / , \ ' . , 

and the Benefits ex P ert ' ^ m P a » es 3 

Accruing to Students introduction into the intimacies 

of business administration, practical- 
accounting, auditing, theoretical principles, and commercial 
law, which he needs to make promotion possible. % * Here 
the accountancy student, working for the C.P.A. Degree, 
will find not only the best text-books to help him in obtain- 
ing the required technical training, but many features de- 
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signed for his especial purposes in preparation for exami- 
nations ; while the accountancy practitioner will find herein a 
ready reference on many knotty accounting problems. *** 
Here, too, the lay business man will find much of interest 
and instruction; for, as Edison says, "today there is more 
reason for the possession of facts than there ever was be- 
fore. Industry continually becomes more complex." % 
Exacting government reports, the proper presentation and 
interpretation of business statements, and the practical ap- 
plication of many principles of theory, auditing and law, 
are matters which daily absorb the attention of the business 
executive in his own business, and require him to be "read- 
up."*** 

The principal aim of these books, apart from their very 
general and extensive utility, is to provide the student with 
valuable text books and guides in gaining supremacy in 
accounting spheres. * In that hard, long pull, these books 
should be to a man's educational preparedness what the 
great liberty motors are to the aeroplane: they give the 
student the driving power to reach his goal, safely and 
effectively. * * To have the proper avenues of study means 
a good deal to a man: there is no lost time, — no lost energy. 
Specific preparedness results ; the objective is reached with- 
out straggling. * * * 

The difference in the dynamic business force attained by 
students who study from well-directed sources, and those 
who fribble away their efforts with indifferent books, is 
as great as the difference between the mighty power-driven, 
compass-governed aeroplane, and a puff-ball blown hither 
and thither in the summer's breeze.* One starts for a 
definite objective, and reaches the hangar in the face of 
many harrowing hindrances; the other breaks up like a 
bubble, without visible results.*** 

Study mediums have a potential influence on a man's 
progress. * The right books, written in a direct, straight- 
line drive for a definite objective, leave the student bigger, 
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broader and better for having assimilated them; the wrong 
books, written in wordy, straggling and obscure fashion, 
besides being time-consuming, leave him with wrong impres- 
sions, or none at all. * * In the running of machinery, the 
right lubricating substance is of paramount importance. 
An English expert says that more than one-half the power 
generated in England is wasted in overcoming friction. The 
right books are to a student what the right lubricating oil 
is to machinery. *XK 

No one is perhaps better able to judge the needs of the 
student than is Mr. Koehler, who during a quarter-century 
spent every moment he could spare from his expert prac- 
tice in teaching accountancy principles and theories in our 
personally attended classes.* Considerably more than a 
hundred students have been prepared for the C.P.A. Degree 
under his tutelage as conductor of the New York School of 
Accounts. Many of these are well recognized accountancy 
practitioners today; and a number have established schools 
for the promulgation of accounting knowledge. * * Hun- 
dreds of other men and women, today successful business 
executives, found their way to the light through attendance 
at the New York School of Accounts which we have jointly 
conducted.*** 

Mr. Koehler when he was New York State Senator in 
1896-1898, was the staunchest advocate of the recognition 
and organization of accountancy as a profession in this 
country. The bill for the recognition of the Certified 
Public Accountant as a professional public entity was at 
this time first formulated, presented, and passed.*** 



Regarding the manner in which these books are pre- 
pared, I may add just a few words. " If you want to get a 
book across," said Charles Van Loan, 
The Plan, Purpose, < < you > ve got to do something more than 
and Productivity ,,° . , . ° , ... 

of the Boohs tickle the nine parts of speech with 

it." * A noted editorial writer put it 
more forcibly, if less facetiously, when he said that three 
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salient features must be predominant in all writing; (a) 
what you say must be understood ; (b) what yon say must 
be believed; (e) the foundation of the whole thing must be 
that you have something to say which the people want to 
hear. * * These were regarded as excellent codes of ideals, 
and we set about to embody them in our writing. Ml * * 

These books are written in the parlance of the people, 
not in that of the professional; and, yet, wherever oppor- 
tunity afforded, we have initiated the student in what con- 
stitutes conservative, practical accounting nomenclature. 
This then covers the first exaction. Ml With regard to the 
second and third requisites the message herein may readily 
be believed, and must prove interesting; for, Mr. Koehler, 
who has been an indefatigable worker and thinker during 
his thirty years of practice, is known as one of our most 
constructive accountants. % % His standing in the account- 
ancy profession, therefore, constitutes him an authority on 
accountancy and allied subjects. His long accounting ex- 
perience, having led him far afield in business spheres, 
moreover, yields a fertile ground for the student's ex- 
ploitation. Ml Ml Ml 

Originality is the high-standing quality of his produc- 
tiveness; for, while he has always regarded with an open 
mind what others in the profession have done or said, he has 
steadfastly refrained from imitating others. Ml He has ob- 
served Shakespeare's advice: "Give every man thine ear, 
but few thy voice: take each man's censure, but reserve 
thy own judgment. ' 9 Ml Ml His joy has always been to create ; 
and his every work has been creation anew, — a new adapta- 
tion for the specific requirements of each new assignment. 
To say that he is an expert in every phase of general ac- 
counting, is a permissible egotism, and one backed by con- 
servative facts and sound premises. Ml Ml Ml 

In collaborating with Mr. Koehler over a period of yean 
in the production of this v^ork, and from my own long ex- 
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perienoe in our school of accountancy, and my close touch 
with students of accounts, I am convinced that a long-felt 
need has been met in that the student can now pursue in his 
home, in his office between- times, or anywhere, the unique 
and interesting instruction which he formerly could com- 
mand only through personal class-room attendance. 



The reasons for using the C.P.A. questions formulated 
by the State Board of Examiners from year to year were 

manifold.* For example, had Mr. 
Why the State Koehler had some sort of plan of re- 



Basis of Development has . been besieged by students and 



reer as accountant, organizer, systematizer, and teacher of 
accountancy, doubtless he could have registered a thousand 
different questions; but the memorandum pad and pencil 
would have been a pall to his bristling spontaneity. He 
loved to bat out each issue as it came over the home plate; 
and it is this personal, intimate, human note that we have 
sought to crystallize in these works.** To have pro- 
pounded a thousand questions, personally, it seemed to us, 
would have proven a one-sided undertaking; and appeared 
utterly unfeasible. Every man's originality has its limita- 
tions; so we decided to allow other brains to do the pro- 
pounding, and to confine ourselves to argument and solu- 
tion.*** 

Through numerous minds, we have secured a variety of 
opinion and conception: all the more authentic since the 
members chosen to qualify on the Board of Examiners are 
obviously known to be at the head of the accounting pro- 
fession. * Having thus taken a standardized basis for our 
work, and having steadfastly answered every question, — 
good, bad or indifferent, without evasion, reservation or 



Questions Were 
Chosen as a 



cording the questions with which he 



business executives, during his ca- 



338 



Digitized by 



Google 



The Underpinning op the Business Undebstttdy 



omission, we could exploit no pet hobbies, or allow ourselves 
a decided leaning in any one direction upon abstruse tech- 
nicalities or favored subjects. * £ Sometimes, we have even 
taken exception to some of the questions ; but the answers 
are the more interesting for having drawn fire. In every in- 
stance we have sought to give the student constructive ad- 
vice, and at no time have we uttered words in idle, adverse 
criticism. £ * * 

We have not been content with answering the questions 
so as to cover the salient technicalities embraced in the 
same ; but have taken each question as a general theme for 
elaboration, or as a "blue-print,* 9 as writers are wont to 
call a topic which is advanced as a nucleus for their writ- 
ing. * Upon this framework has been built and elaborated 
our best conceptions of accounting, principles. The 
C.P.A. questions have been to us what the ready made 
honey-combs, now put in hives, are to the bees : the latter, 
with no more need for preliminaries, proceed with homely 
industry to fill the ready made cells with succulent food for 
the world. We have taken the framework prepared by the 
N. Y. State Examiners, and have upbuilded a practical text 
book, of practical value to every student of accountancy 
practice and procedure. * * 

Each one of these volumes contains one complete exami- 
nation, embracing a full gamut of theory, practical account- 
ing, auditing, and commercial law. Mf The books are called 
the "ACCOUNTING QUIZ -ANSWERER,—" twelve 
(12) volumes. The series will be known as the "Earn and 
Learn Series, 97 to distinguish it from other books ' 
which we are soon to publish. * * We have called them the 
Earn and Learn Series, because that is what they shall 
mean to the student: learning while he is earning; and 
earning more because of the learning. They are self-ex- 
planatory, self -instructing ; and give the self-made man in 
business the ready service and inspiration to win suc- 
cess. 
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Perhaps one of the finest things Ameriea has to its 
credit is the great number of its self-made business suc- 
TK A do cesseB: men ^ women who started with 
to the 'winner no ** 1 ^ n ? beyond their will to achieve, and who 
made good through self -education.*** 

David Graham Bell, student, scientist, inventor, business 
man, started as a teacher of English at fifty dollars a year 
and free instruction in Latin and Greek. * Speech was his 
hobby. His first invention wafc a speaking doll, and now 
the world speaks across thousands of miles, recognizing 
even a loved voice, because of his genius. * * He evolved a 
wonderful Rule of Three for Self-Education: Observe, Re- 
member, Compare! He is himself the best example objecti- 
fying the proof of the rule. * * * 

Irving T. Bush is one of the finest examples of American 
self-made business men. * He made the port of New York 
with its miles of steel and concrete wharves the greatest 
port in the world, and built ijp his education by prowling 
around the old rotten wharves, studying out conditions of 
men and methods whi<5h could stand for improvement.** 
He observed, remembered, and compared. *** 

Harvey T. Gibson, President of the New York Trust 
Company, years ago swept out mornin's in an office, but he 
put something besides mechanical elbow-push behind his 
broom-handle.* Chas. Hamilton Sabin, President of the 
Guaranty Trust Company, has in seven years made his com- 
pany the greatest trust company in the world ; employing, 
we are very sure, the Rule of Three for Self -Education. * * 
Jas. S. Alexander, President of the National Bank of Com- 
merce of New York City, started as a clerk in a country 
bank ; so did Arthur Reynolds, now an outstanding figure in 
American finance, and President of the Continental and 
Commercial Bank of Chicago, — the greatest banking or- 
ganization in the country, outside of New York.*** 

Julius Kruttschmitt, worked and thought himself up 
from a poor engineer and teacher to the position of Presi- 
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dent and Chairman of the Executive Committee of the 
Southern Railroad. Ml Harry E. Byram started as a "print- 
er's devil," and clerked his way up to the Presidency of the 
Chicago, Milwaukee, and St. Paul Railroad.** A. C. 
Hutchinson, Collie P. Huntington, and E. H. Harriman, the 
three ablest railroad men in the United States, and who 
built up one of the greatest transportation systems of the 
country, all made themselves national factors by observing 
the Rule of Three for Self -Education. * * * 

Alexander H. Revell, one of Chicago's best known mer- 
chants, started as a " newsy," and six years later founded 
a firm which for forty years has enjoyed increasing suc- 
cess. * Alfred C. Fuller, 36 years old, head of a ten-million- 
dollar-a-year brush business, started in a cellar at twenty- 
one with the small capital of three hundred dollars, but a 
bigger fund of initiative. * * E. M. Statler, founder of the 
Pennsylvania Hotel, was a bell-hop at twelve; now he 
"runs" the greatest hotels in New York, Buffalo, Cleveland, 
Detroit, etc.** Ml 

Joseph French Johnson, Dean of the New York School 
of Commerce, Accounts and Finance, of the New York Uni- 
versity, has seen, during the eighteen years of his incum- 
bency, the yearly enrollment grow from about sixty men and 
women to six thousand: six thousand students a year, — 
inspired, trained, and visioned for the future through self- 
education.* Ex-Senator Koehler himself, scarcely more 
than forty years ago, sat munching an apple in City Hall 
Park, with hardly a sou marquee in his pockets, wondering 
what he'd tackle first. After five long years of accountancy 
apprenticeship, without pay, promotion, or preferment, he 
struck out for himself to win a place in the accountancy pro- 
fession. He persevered, desperately, those first years, in 
the face of much discouragement, and once he got his foot- 
hold he never ceased to climb, — never ceased to persevere, 
never ceased in his aim not only to put himself in a leading 
place in the profession, but to inspire and prepare others 
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to do likewise, sir sir I myself was kicked from pillar to post 
since an early age in my struggles in the business world; 
but, I earned and learned my way up into my little place 
in the sun, and am still at it: still observing, remembering, 
comparing for further self -education. 

Our advice to all those who aspire to success in business 
is to work hard, concentrate on a specific object, never 
lose courage, study steadfastly, and look up. sir Principally 
our advice is "look up." Don't plough in the rut, head to 
the earth, like the patient oxen in the field. "Look Up," — 
is our daily admonition. In looking up we are inspired by 
hope ; and, nothing helps like hope, sir sir Maeterlinck says of 
those born blind, that instinctively they look down, — they 
never look up ; for never having known the blessedness of 
sight, there is no inspiration in looking up.** So the 
student who would know the glories of the dawn of a suc- 
cessful career, must not allow his faculties to falter and 
fade, but in his endeavors must look up— always up— for- 
ward, beyond, sir sir sir 

Our advice to those who must earn their daily bread 
at an early age, and who lack the opportunity of rounding 
out their academic education in the manner best suited tq 
carry on their life work; is to study patiently, construc- 
tively, and most of all cheerfully, sir Never let self-pity dull 
the edge of your endeavor, sir sir Lincoln trudged seven weary 
miles for the loan of a grammar; and, it is said that wheij. 
he lacked writing paper, he did his figuring on the handle 
of his spade. When he needed a fresh foolscap, he sand- 
papered the handle. Measured by such hardships, the pres- 
ent day holds none at all. sir sir sir 

Every one of us can work up the required complement 
of our embryo education as we go along. What we get from 
the world is the raw material — the life stuff with which to 
start our own careers, sir Our reading creates the germ- 
plasm from which evolves our thinking capacity, sir sir Once 
we have attained technical professional preparedness, on 
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our thinking capacity hinges our headway. We think our- 
selves into Success. % % % 

Thinking creates in us the "X-faculty," — stimulates in 
us the instinct for sensing an opportunity, and grasping it * 
The mud-wasp lays its eggs in a convenient place so that 
they may hatch o^t in the mediatory heat of the sun; and, 
thereupon she seizes upon and stuns some grub or ground 
creeper, and secretes it away alongside of the eggs; so that 
as soon as evolution kindles the spark of life, the young 
wasps instinctively fall upon the food made ready for 
them. * * Thorough study and thinking evolution enkindles 
in our brain cells the vital spark of our initiative, just as 
it quickens the lower forms of life; and it remains for us 
to turn over and seize the opportunities, stunned or other- 
wise, which Providence has implanted at the elbows of 
every one for use. Those who fail, do so because they fail 
to sense their opportunities, not because the All-Wise failed 
to provide them. * * * 

In building up your business career, the first salient ele- 
ment is the choice of a profession, — second comes technical 
preparation for the work of that profession, and last comes 
personal adaptation of your * * charged 9 9 mentality. * Every 
one in business who reaches out for success must ask him- 
self these questions: "How can I capitalize my experience, 
my qualifications, my personality, knowledge and proclivi- 
ties f What does the world need; and how can I present 
what I am able to do, so that the world will need itf"** 
If Woolworth had not capitalized a bright idea, he might, 
when he died, still have been selling tinware for the mer- 
chant in Utica with whom he started his career, instead 
of owning and operating the largest chain of five and ten 
cent stores in the world. *** 

Knowledge usually has one of two effects upon a man — 
it acts as a "sinker" or as a "buoy."* And our efforts 
in these books have been, not simply to give the student 
technical training, but to develop, stimulate, and promote 
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that "perspective" without which there can be no suc- 
cess. * * Our aim has beun that every student shall sing 
the song of the cork which bobbed up and down before the 
nose of the whale, whose motives were mostly malevolent, 
and which runs: 

"You may flap, and sputter and frown, 
But you never, never can keep me down; 
For I am made of the stuff 
That is buoyant enough 
To float, instead of to drown."*** 

Take that as your business pass-word — "I am made of 
the stuff that you can't down."* You'll find that you 
can work life's equation whether you know algebra or not: 
Preparedness + perseverance + pluck equals power re- 
position + price ; — your price. * * * 
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FELT ACCOUNTING NEED. 
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THE 

Accounting Quiz-Answerer 

(COMPLETE IN TWELVE VOLUMES) 
BY 

THEODORE AND THEODORA EOEHLER 

CERTIFIED PUBLIC ACCOUNTANTS 
(Uaireraitj of the 8tete of Now York) 



An Untecknical Beading, Study, and 
Working Course on the 

Technique of Accounting Practice 
and Procedure 

Thboet — Practical — Auditing — Commercial Law 
For Accountants, Accountancy Student*, School* and 

Business Executives 

Adapted to 

Three Distinct Classes of Accounting Service, lb. 

Accounting Reference Library for Professionals and Laymen 

Course of Instruction in Higher Accounting for Students and 
School Curricula 

Pro-forma Practical Accounting Procedure for 
Business Executives, Bookkeepers, etc. 



Devised Upon the 

"ANSWERED — INQUIRY — PLAN" 

Along the Same Lines as was so Successfully Used 
in the Curriculum of 

The New York School of Accounts 

(New York's First Accountancy School) 

Conducted for twenty-five years by Theodore Koehler, CPJL, 
with the aid, during the last fifteen years, of Theodora Koeh- 
ler, CPJL 
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THE ACCOUNTING QUIZ-ANSWERER 



Accounting Service 

For the Studying Business Public 

The series of twelve (12) books constituting the Quiz- 
Answerer are the result of some ten years of assiduous 
preparation, and incorporated in its pages is the ac- 
counting technique born of some twenty-five years of 
field experience and of teaching the science of accounts. 

The books are written in plain, easy-flowing English, 
treating a most technical subject in a most untechnical 
manner, so that the same is readily assimilable by all 
business readers, whether or not they have had any 
previous accounting knowledge or training. 

Yet, no technicality of accounting import making 
for nicety of expression, or accuracy m point of fact or 
principle, has been overlooked. Each subject, whether 
theory, practical, auditing or law, has been worked up 
in clear, comprehensive, instructive fashion: so that a 
clean-cut, workable, and practical knowledge of ac- 
counts may be gained with the expenditure of a mini- 
mum amount of effort in acquiring the same. The sim- 
plicity and directness of the books will therefore prove 
a valuable asset to students in every walk of life. 

The Accounting Quiz- Answerer is designed to fur- 
nish three primary classes of business service : first — to 
serve as a course of instruction; second — to furnish a 
valuable reference library on technical points of ac- 
counting practice and procedure ; and third — to operate 
as a model and guide for business re-organization and 
accounting revision and systematization. In order to 
further elucidate these avenues of service the following 
points are offered for review and perusal. 

(a) Coarse of Instruction 
IN the Four Branches of Accountancy 



Accounting students whether working for the C.PJL 
Degree, or studying higher accountancy to fit them- 
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selves for positions of "juniors" in accounting offices, 
will find tins course in all of the four branches, dealing 
with both financial and cost accounts, an invaluable aid. 
Far more than a hundred students attained the C.PJL 
Degree through the preparation which they received at 
the New York School of Accounts, whose curriculum 
was planned along the same lines as the present books, 
and hundreds of other students, who now hold enviable 
positions in the business world, gained their foothold 
and progressive promotion through the practical 
"answered-inquiry" method employed in this school. 

Bookkeepers, bookkeepers' assistants and clerks, 
wherever they may be employed in either financial, 
commercial, manufacturing, or municipal spheres, will 
find these books their "first aid" in attaining to suc- 
cessful promotion and to their ultimate goal. The 
books are so human in their appeal that students 
striving on their own initiative for business education, 
without the direction and supervision of a teacher, will 
find not only concrete knowledge, simply taught, but 
as well inspiration, uplift, and encouragement. 

Universities and colleges, business colleges, prepara- 
tory schools, and banking and other financial institu- 
tions giving accounting courses to employees, will find 
in the clarity, completeness and expert finesse of these 
works, just the curriculum they have long sought, for 
teaching the science of accounts and business admin- 
istration. 

(6) Reference Library 
Technical Points op Procedure and Practice 



Accountants, lawyers, efficiency experts, and teachers 
should acquire this comprehensive work for their li- 
braries, for unlike most other books which deal with 
one or two accounting features, this work treats in con- 
cise and illuminating maimer with all the four branches 
of accountancy: 

Theory, Practical, Auditing and Com. Law 

349 



Digitized by Google 



THE ACCOUNTING QUIZ- ANSWERER 



The threerthousandritem index will help to find, with- 
out delay, constructive analysis of knotty problems in 
accounting and business administration, with authentic 
decisions as to the inherent facts and fallacies of the 
case in point, together with recommendations and sug- 
gestions. Professionals whose work embraces phases 
of business administration, though not accountancy 
directly, will find this reference library of incalculable 
benefit and service. 

(c) Pro-Forma Accounting Procedure 

In Business Reorganization and Systematization 



Business executives, and their accountants, book- 
keepers, office assistants and clerks, will find these 
books an authoritative medium in planning, revising or 
reorganizing their business administration and their 
accounts. Countless practical expositions are given 
which will serve as a pro-f orma model and guide. Most 
business complications, whether with reference to the 
conduct of the accounts or the office routine, are so 
dearly solved, the merits and demerits of the facts ob- 
taining are so plainly discussed, and the corrective 
recommendations are so explicitly depicted, that this 
accounting work becomes as indispensable in an office 
as the long-esteemed encyclopedia: it becomes indeed 

A Dependable Encyclopedia 
of 

Accounting Technique 



Pmca 

Per Set of Twelve (12) Volumes $60.00 
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THE 

ACCOUNTING MENTOR 

OF 

THEORY AND PRACTICE 

(Volume Ons) 



LECTURES 

BY 

THEODORE KOEHLER, C.P.A. 

(University of the State of New York) 

A Collectanea of Concise Personal-Experience Lectures 

Adapted to the Specific Use of 
Business Executives, Accountants, Accountancy Students 

Short Talks on Accounting Field Work Experiences Concerning the 

Applied Theory and Practice of 
Accounting Principles 

with reference to the 
Purpose, Design, Conduct, and Pro-forma Expedients of Both 
Financial and Cost Accounts 
Embracing Practical Recommendations and Suggestions to Attain 
the Highest Degree of Accounting Control 

Questionnaire Addenda 



The ketone are abort talks on field-work experiences, and bnaineei import*—- 
sometimes involving some principle of Theory or of Practice as applies to 
either financial or cost accounts, or both, with reference to their purpose, 
design, conduct, or the application of accounting expedients. 

The Questionnaire has two purposes: one to enable the student-reader to 
test out his retentiveness at the close of the essay; the other to open up new 
avenues of thought and investigation, 

Since the essays are but short theses, giving a bird's-eye view of the subjects 
under discussion, much important detail could not be developed therein. This 
detail has been made the subject of a 4 4 Second Volume,' 9 in the form of 
answered questions, and is a valuable support and addenda to the Lectures, 
where the greater degree of comprehensiveness is desired. 
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Lectures 



A collectanea of concise lectures: this is just what thif book meant. Thrift 
hat various meant of expression; tome of ut even stoop down to pick np pint 
and pieeet of string — something for future use. The instinct to hoard away 
things it a very general human trait; and the particular hobby of the author 
hat been to hoard up bits of accounting knowledge and lore, with the idea 
ultimately of gathering the data together, and giving it to business executives 
and student-readers as an informal treatise on many interesting phases of 
accountancy. 

During the author's conduct of The New York School of Accounts over a 
period of twenty-five years, and during the years of professional practice, 
covering even a longer epoch, it was his practice to give impromptu talks to 
both students and clients alike, in order to enlighten them on certain phases 
of accounting insight and practice. 

Sometimes the subject concerned the nature, characteristics, scope and 
treatment of certain important accounts; sometimes it concerned underlying 
principles and theories of accounts and practice; sometimes it concerned mat- 
ters of business administration, adaptation of accounting systems, expedients, 
etc 

These talks occurred again and again; and, realizing that the knowledge 
which was so important to a few picked individuals, would be equally to to 
business men and students if the same were promulgated and made readily 
available, the subject matter was written up, from time to time, in the form 
of concise lectures. — unteehnieal as to diction, — in an informal man-to-man 
discussion of vital interests. 

These essays have now been eorraled into a book, — a succinct reading 
courts, — of convincing import because of the intimate insight it gives the 
reader of the subjects canvassed. 

The lectures anl questionnaire give a well-planned digest of the outstanding 
principles inherent in each subject, shorn of detail: and, for those whose 
interest in any or all of the subjects it stimulated to further inquiry, a second 
volume has been prepared, answering the questions in the questionnaire in the 
fullest detail. 

These Lectures win be found of great value to business men, CPA. students, 
and bookkeepers; and would form a valuable addition to the curricula of 
universities, business colleges, and schools, where business subjects are taught, 
etc 

This work may be had in one bound volume, — containing twenty-five (25) 
Lectures, with Questionnaire for each subject (10 questions each). 



PfclCE $ 6.00 



Individual Lectures with Questionnaire with or without Answered-Questions 
may alto be had. 
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THE 

ACCOUNTING MENTOR 

OF 

THEORY AND PRACTICE 

(Volume Two) 



ANSWERED QUESTIONS 

BY 

THEODORA KOEHLER, C.P.A. 

(University of the State of New York) 



A Compilation of Questions and Answers 
Designed to bring out the 

Detailed Interest Paints of Corresponding Lectures 

Especially adapted to the Use of 

Business Executives and their Co-workers, Accountants and 
Accountants 9 Assistants, Chief Bookkeepers 
and Bookkeepers 9 Assistants 

This Work offers a close Analysis of Business Problems, 

With Constructive Advice, 
Recommendations, Pro-forma Entries, and 
Accounting Expositions, 

Which may be put into immediate Practical Use 



The answered-questions take for their basis the Questionnaire 
accompanying each lecture : ten (10) questions to each 
lecture, and totalling 

Two Hundred and Fifty (250) Answered-Questions. 

The Lectures embrace a series of answered questions upon each of twenty* 
five lectures, — (Vol. I) by Theodore Koehler, OPJL, designed to bring out 
fully and completely, such features of detail, which, for brevity, were elimi- 
nated from the original essays, but which form a valuable adjunct thereto, 
for a more complete working knowledge of the subject 

The Essays give a quick BeadtopCowrss; the Answered-Questions a De- 
tailed 8tudy- and Service-Count; the one augmenting and supporting the other. 
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Answered-Queotions 



Thii volume of answeredHraestions is in reality an appendix to the Lectures 
of the Accounting Mentor— VoL I, for it exploits in eompreheniiye detail 
many intereeting features which the brevity of the lectures precluded giving 
attention. 

The "Questionnaire" or ten-question quia accompanying each lecture 
serves two purposes, — it provides an excellent means for testing the reader's 
retentiveness of the subject matter of the lecture itself; and, in forming the 
basis of this answered-question volume, it affords the reader an opportunity 
to study up on many practical and useful details of accounting procedure 
which are therein unfolded. 

The lectures give an excellent survey of each of the subjects outlined, with 
suggestions, recommendations, and pro-forma accounting expositions of much 
practical use. Yet, in conception, the lectures are a broad general treatise of 
the basic principles. The answered-questions probe into the very heart of the 
subjects, and bring to light interesting details and analyses concerning 
methods of procedure and accounting principles applicable to every day 
business problems and complications. 

These ansvwtd-questions are designed to fin three distinct classes of service 
which may be briefly enumerated as follows: 



Systematization Service 

Business executives, and their accountants, bookkeepers, assistants, clerks 
will find therein explicit instruction as to how to avoid errors in accounting 
procedure and practice,— now to plan, and thereafter conduct their accounts, — 
now to proceed to re-organise and systematise faulty accounting methods, — 
and many other practical and helpful issues. 



Instruction and Examination Service 

Accountancy students, bookkeepers, office assistants, and clerks, will find 
the direct human appeal and the interesting instruction of this work of much 
benefit in working for the CPA. Degree, or in attaining promotion in business 
spheres. Efficient, co-operative, cheerful guidance and help is available to 
every student of accounts and business administration. 



School Curriculum Service 

Universities and colleges, preparatory schools, business colleges, and 
private teachers will find the Accounting Mentor — Aa^ered-Qncotions, an 
ideal and practical aid in teaching the science of accounting fines s e, 



Prior $ 6.00 
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THE 

Manufacturing Acc ounts Manual 

FULL COURSE 

(COMPLETE IN TWO V0LUMB8) 

Victual Practice Course for Self -Instruction 

BY 

THEODORE AND THEODORA KOEHLER 

CERTIFIED PUBLIC ACCOUNTANTS 
(University of the State of New York) 

A Unique and Pboven Adaptation op a S cientifi c Scheme op 
Factory Cost Accounts 

Applicable to all Industrial Enterprises 

NO MATTER WHAT THEIR NATURE, FOR THE 
ACCURATE DETERMINATION OP COST 



An Exhaustive and Comprehensive Treatise, on the 

Principles, Practice, and Procedure 

incident to 
COST ACCOUNTS 



With complete Narrative of Transaction* and live-Model Exposition of the 
operating technique involved in Operating Cost Record*. 

Arranged in eighty (80) complete, Progressive Lessons, each lesson consist- 
ing of a Balanced Quota of instructive discussion of principles and practical 
work. 

Designed and formulated by Theodore Eoehler, CPJL. upon the basis of 
his personal experience as a Cost Expert covering a period of thirty years; 
and compiled and done into this book with the aid of Theodora Koehler, &PJL, 
for twenty years a close understudy. 
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MANUFACTURING ACCOUNTS MANUAL 



Full Coumb 



No feature of accountancy, perhaps, baa a more compelling appeal to botk 
business executive and accounting student than that branch known aa 



Here we are brought together by a common interest in a scientific subject. 
Goat accounts lend themselves admirably to scientific development, because of 
the intricacy of the movements to be followed in tracing values through 
various manufacturing processes, and the necessity of adapting the broad and 
comparatively simple principles that underlie the fundamentals of cost 
accounts, to the circumstances, situations, and practices that develop in every 
factory in every day business. 



and buildings. The manufacturing spheres of business have two outstanding 
needs today, ie., proven cost systems, and men who understand how to devise 
and run them. 

It was to fill such needs that this cost accounting course was formulated and 
made an important part of the curriculum of The New York School of Ac- 
counts, where the same met with so much success. Men matriculating in this 
course became constructive cost experts. 

The entire course of Eighty (80) Lessons, has now been compiled in book 
form, ie., Two Volumes. 
Volume I: giving a complete narrative of transactions, embracing dis- 



Volume II: showing the operation of financial, cost and summary journals; 
general and departmental registers; financial, cost and stores ledgers; the 
procedure incident to collation of values, dispensing of stores, determination 
and segregation of productive and unproductive labor, the identification and 
location of work in progress, the current adjustments of inventories, the closing 
of the departmental, financial and costing accounts, the co-ordination of the 
financial and costing records, the preparation of financial revenue accounts, 
comprehending the financial summary, the manufacturing account, the trading 
and profit and loss account; the preparation of percentage statement to serve 
as a basis for apportioning on-cost and over-head charges, etc, etc. 

In these books the student follows up every element inherent in the accurate 
determination of cost in manufacturing operations, through all the intricate 
processes incident to the conversion of raw material into finished product. 

The course is a practical and systematic procedure, entailing practical 
work on the part of the student, and is conducted in books of account, registers 
and forms, etc, of an entirely original design, specifically adapted to modern 
business methods and needs, and has been proven and tested in actual pro- 
fessional practice 

Any one understanding the fundamentals of double-entry bookkeeping, may 
readily and intelligently follow this course through, and become fully imbued 
with a practical working knowledge of this scientific and technical branch 
of accounting. 



Factory Cost Accounting 
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Full Coubse 



Thif course if admirably adapted for class instruction in Universities and 
Schools where the stndy of accountancy has been made part of the regular 
or extension curriculum. The work of the course is laid out according to two 
"fiscal rests," and because of this very important feature of the ready 
division of the total number of lessons, the course may be started in one 
semester and finished in another. Interest is thus sustained from one school 
period to another! and a nicety of working efficiency is attained. Price for 
practice blanks in quantities, furnished upon application. 

Business and Financial Institutions, conducting welfare or efficiency courses 
for the benefit of their employees, should see to it that a chance be afforded 
them to enjoy the advantages to be derived from this most valuable and 
practical work. 

All principles and expedients, as herein applied to cost accounts have stood 
the test of practical usage, and will serve the student as a plan of procedure 
for immediate use and adaptation. The cost of the Course of Self -Instruction 
in Cost Accounts is indeed nominal, when it is remembered that the same 
course, taught in The New York School of Accounts, by personal attendance, 
was $ 150.00. and $ 25.00 for blanks and forms. The printed form now liber* 
ates this work from its class-room limitations, and brings this valuable manu- 
facturing course into the hands of business executives, accounting students 
and cost clerks, for the nominal price as hereinafter mentioned. 

Any student who desires to do the practical work personally; instead of 
contenting himself with the study of how it is done, as shown in the pro-forma 
models, may purchase a complete set of blank books and forms as will here- 
inafter be described. In these he may work out each successive operation as 
outlined in the narrative, — (VoL I.), just aa though he were in the class-room, 
or was engaged in field practice in cost accounting. He may be guided step 
by step in the course of his study, and may ultimately check up the correct- 
ness of his work, by reference to the pro-forma procedure contained in VoL II. 
Price for practice blanks furnished upon application. 

It is expected that this course will be ready for publication in the fall of 
1922, and those interested in the subject, are requested to send in their sub- 
scriptions (without contractual obligations) so that further advice may be 
sent when the work is off the press. 

An interesting folder on the subject of cost accounting, and its service to 
accountants and bookkeepers, will be sent upon application. 



A complete list of the specially designed books and forms employed in this 
foil course of lessons is given on next page. 



Price $ 12.00 Pro Volume 
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outline of the specially planned and designed books of 
Account, Bmstbbs and Forks Employed in the 

Full Course 



VoL I— Financial Journal Vol. Ill — Costing Journal 
VoL II — Financial Ledger VoL IV — Costing Ledger 
VoL V— Ledger of Raw Material Stores 

Ledger of Finished Parts Stores 
Ledger of Finished Wares Stores 
VoL VI— Factory Register 

of Raw Material Purchases 
of Raw Material Return Purchases 
of Raw Material Used in Experimental Work 
of Raw Material Inventory Adjustments 
of Raw Material Returned to Stores 
of Costing Dockets of Finished Parts 
of Costing Dockets of Finished Wares 
of Requisitions on Raw Material Stores 
of Requisitions on Finished Parts Stores 
of Finished Parts Sales 
of Finished Parts Return Sales 
of Finished Wares Sales 
of Finished Wares Return Sales 
of Finished Wares Used for Exhibition Purposes 
VoL VII — Departmental Daily Summary 

of Material and Labor Collating Dockets 
(Depts. A to L) 
VoL VIII— Departmental Rbbister 

of Costing Dockets in Transit (Depts. A to L) 
Vol. IX— Departmental Register 

of Requisitions and Consumption (Dept*. A to L) 
VoL X — Departmental Register 

of Labor Performed and Applied (Depts. A to L) 
Vol. XI — Financial and Costing Statements 
VoL XII — Requisitions on Raw Material Stores 
Requisitions on Finished Parts Stores 
for Consumption (Depts. A to L.) 
Vol. XIII — Material and Labor Collating Dockets 
VoL XTV — Costing Dockets of Finished Parts (Depts A to D) 
Costing Dockets of Finished Wares 
(Assembling Depts. I to E) 
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THE 

Manufacturing Accounts Manual 



SHORT COURSE 

(COMPLETE IN ONE volume) 

'Actual Practice Course for Self -Instruction 

BY 

THEODORE AND THEODORA KOEHLER 

CERTIFIED PUBLIC ACCOUNTANTS 
(University of the State of New York) 

A Unique and Proven Adaptation of a Scientific Scheme of 
Factory Cost Accounts 

Applicable to all Industrial Enterprises 

NO MATTER WHAT THEIR NATURE, FOR THE 

ACCURATE DETERMINATION OF COST 



Being a Digest of the 

Principles, Practice and Procedure 

incident to 

cost accounts 



Witk Narrative of Transactions and Pro-forma Expositions arranged by 

FREDERICK HABERSTROH, C.P.A., 
for manr years Chief Instructor of Cost Accounts in The New York School 

of Accounts. 

Prepared in twenty-fire (25) Progressive Lessons, each lesson consisting of 
a Balanced Quota of discussion and practical work. 

Realising that while many students desire some knowledge of cost accounts, 
vet are not prepared to pursue a lengthy and detailed course, this digest has 
been prepared for their especial benefit 
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Short Coussb 



Not every student wishes to become a cost expert, yet there are 
circumstances which demand a constructive knowledge of cost 
accounts, either to help him to live up to the requirements of his 
present position, or to aid him in securing the place beyond, with 
the bigger dollar sign. To meet the needs of these students, a 
digest of the complete Manufacturing Manual has been made, em- 
bracing twenty-five (25) lessons. 

While these lessons do not take up cost accounting with any 
degree of finality as to more extensive and detailed procedure, 
they nevertheless are a complete and constructive r£sum6 of the 
essentials; taking up the broad principles of cost finding, — the 
co-ordination of the financial and costing records, — preparation of 
necessary statements, etc., etc. 

Like the full course it has two main divisions, — i.e., Narrative 
and Written-up Models : first — Narrative,— dealing with all trans- 
actions, discussions, arguments and procedure incident thereto; 
second: Written-up Models,— showing the practical exploitation 
of the narrative, though abridged, in substantially the same man- 
ner as indicated and applicable to the full course. 

It is the most complete and constructive short course in cost 
accounting available to students today; and its thoughtful perusal 
will yield a practical working knowledge of the subject 

Again, as in the full course, students who desire to do the actual 
work in following through the narrative of transactions, and who 
wish to write up their own sets, may purchase the necessary books 
of account, registers, and forms, used in this course. 

Bookkeepers and cost clerks may gain quick results from this 
authoritative abridged course ; business executives who realize that 
they cannot direct a subject of which they have no knowledge, may 
gain a very comprehensive idea of the essentials of cost accounts, 
and what is necessary for their conduct, from this short "Instant- 
Instructor 99 in Cost Accounting. 

Business Colleges and Schools will find the lessons so planned 
that they may be readily adapted to their curriculum. 

Send in your subscriptions if you are interested in this work, so 
that announcements may go out to you as soon as it is ready. 



Price $ 12.00 
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THE 

Municipal Accounts Manual 

(complete in one volume) 



BY 

Theodore and Theodora Eoehler 

CERTIFIED PUBLIC ACCOUNTANTS 
(Univertity of the State of New York) 



ARGUMENT AND TREATMENT 

OF 

MUNICIPAL ADMINISTRATION 



Actual Practice Course for Self-Instruction 
AN ABSORBING SHORT COURSE 

IN THE 

Actual Exploitation of Municipal 
Accounts 

A consummate and practical exposition of the basics inherent in 
Municipal Accounts, formulated and devised upon the observa- 
tions made by Theodore Eoehler, CJ?.A., in the course of many 
extensive investigations of such accounts, and their constructive 
study and analysis. 

Embracing a Narrative of Transactions and a Pro-f orma Set-up 
of the Accounting Treatment of many salient accounting features* 

An excellent adaptation of Municipal Accounts in Tabloid Form 
for use in Schools and Colleges. 
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Outline of Contents of Coubb 
Told in Headline!* 

CASH RECEIPTS AND PAYMENTS 

Disposition and Particulars. 
WARRANTS— Drawn and Paid: 

How, when, and for what purpose warrants are drawn; how 
and when paid. 
GENERAL ANNUAL TAX-LEVY: 

Funds created by the annual budget; as for instance salaries 
of county officials, — redemption of county debt, — Interest 
on the county debt, county abstract, etc. 
BOND FUNDS — Cheated fob Permanent Improvements : 

Smch as boulevard, court house, bridge, etc. : the authorization 
for the use of such bonds, the creation of funds, expendi- 
tures, etc. ; and the simultaneous treatment of the principal 
of the county debt. 
GENERAL FUND FOR THE REDUCTION OF TAXATION 
Appropriation Funds, — Bond Funds, — Special and Trust 
Funds,— their creation, objects to be accomplished, and ac- 
counting treatment. 
ARREARS OF STATE, COUNTY AND TOWN TAXES: 

Arrears of school, road, and sundry taxes; items of debit and 
credit in the accounts; how and what accounts are main- 
tained to show clear prospect at all times of uncollected and 
unsold arrears of taxes for each municipality. 
TAX SALES CERTIFICATES— Bid in by County: 
TAX SALES CERTIFICATES— Purchased by Public: 

Treatment of arrears after the expiration of time allowed by 
tax law; how the tax rolls are liquidated; accounting action 
and controls. 

SUNDRY VENDEES OF TAX SALES CERTIFICATES: 

Record of the treatment of proceeds. 
TOWNSHIP GENERAL ACCOUNTS: 

To regulate cash quota contributed by each towards the mu- 
nicipal administration; their individual deficit or surplus, 
resulting from year's operation, and application to ensuing 
year's budget 

Puce $ 6.00 
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The Twentieth Century 

TRIAL BALANCE 



DESIGNED BY 



THEODORE KOEHLER, C.P.A. 



(University of the State of New York) 



Its practical adaptation is proven by its extensive use. 



This Trial Balance is a boon to bookkeepers in that it conserves 
time, energy, nerves and spirit ; and a boon to business executives 
as well; for anything that promotes business efficiency, and a 
heightened morale among employees, promotes the business and the 
interests of the business executive. 



It secures a MAXIMUM of RESULTS, with a MINIMUM of 
EFFORT. 



It establishes automatic control over customers; establishes com- 
parison as to the activity of customers' accounts. It establishes an 
authoritative basis for credit extension, by showing in open per- 
spective the relation of charges to payments, arrears, abatements, 
etc. 



This Trial Balance is: 



It should be: 

Employed in every up-to-date office, where modern methods 
are sought 



Similar results may be obtained by this Trial Balance when used 
in connection with Creditors 9 and General Ledger Accounts. 
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